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Although this Comprehensive Annual Financial Report, for purposes of economy and efficiency, contains
both the Public Employees' Retirement System and the Teachers' Retirement System, the two systems are
separate entities for legal and financial reporting purposes.
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TONY KNOWLES, GOVERNOR

DEPARTMENT OF ADMINISTRATION

P.O. BOX 110200
JUNEAU, ALASKA 99811-0200

i PHONE: (9 -
OFFICE OF THE COMMISSIONER A o s

December 18, 1995

The Honorable Tony Knowles, Governor
Members of the Alaska State Legislature
Public Employees' Retirement Board
Teachers' Retirement Board

Alaska State Pension Investment Beard
Employers and Members of the Systems

It is my pleasure to submit the Comprehensive Annual Financial Report of the Alaska Public
Employees' Retirement System (PERS) and Teachers' Retirement System (TRS), each A Compo-
nent Unit of the State of Alaska.

This report shows the financial condition of both the PERS and TRS funds as of June 30, 1995, it
has been prepared on the basis of standards set forth by the Governmental Accounting Standards
Board and the American Institute of Certified Public Accountants and is submitted in accordance
with the requirements of Alaska Statutes 39.35.020(5) (PERS) and 14.25.030(4) (TRS).

Sincerely,
Mark Boyer
Commissioner
MB/dkk
Enclosure
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TONY KNOWLES, GOVERNOR

3 PO BOX 110203
JUNEAU, AK 99811-0203

PHONE:  (907) 465-4460
FAX: (907) 465-3086

DEPARTMENT OF ADMINISTRATION TOD: - (907)465-2805

[ 701 EAST TUDOR RD, SUITE 240
ANCHORAGE, AK 99503-7445
PHONE:  (907) 563-5885
DIVISION OF RETIREMENT AND BENEFITS FAX: (907) 561-6048

December 18, 1995

Commissioner Mark Boyer
Department of Administration
P. O. Box 110200

Juneau, AK 99811-0200

Dear Commissioner Boyer:

it is my privilege to submit to you the Comprehensive Annual Financial Report (CAFR) of the Public
Employees’ Retirement System and the Teachers’ Retirement System (Systems), each A Component Unit
of the State of Alaska, for the fiscal year ended June 30, 1995. Alaska statutes require the publication of
this report, showing the financial condition and operation of the Systems, within six months of the close of
the fiscal year.

Responsibility for both the accuracy of the data, and the completeness and fairness of the presentation,
includingall disclosures, rests withthe management of the Systems. To the best of my knowledge and belief,
the enclosed data is accurate in all material respects and is reported in a manner that presents fairly the
financial position and results of operations of the Systems. All disclosures necessary to enable the reader
to gain an understanding of the Systems’ activities have been included.

PLAN OVERVIEW

The Alaska State Legislature established the Teachers’ Retirement System (TRS), a statewide defined
benefit retirement system, on July 1, 1955, to encourage qualified teachers to enter and remain in public
service. The Public Employees’ Retirement System (PERS), also a statewide defined benefit retirement
system, was created ondanuary 1, 1961, to encourage qualified personnel to enter and remain in the service
of the state or a political subdivision or public organization of the state. The Systems provide service,
disability, and survivor retirement benefits, as well as health and life insurances.

Number of Participating

Employers 153 155 152 61 61 61
Number of Active

Members 31,450 31,384 30,972 9,452 9,489 9,459
Number of Retired

Members 10,173 9,643 9,103 4,459 4,134 3,891
Average Annual Retirement

Benefit $13,188 $12,864 $12,564 $24,864 $24,336 $23,712
Average Annual Medical

Premium $4,1056 §$ 3,848 $ 3,137 $ 4,105 $ 3,848 § 3,137

Alaska Public Employees’ and Teachers' Retirerent Systems — FY 95 CAFR 2
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REPORTING ENTITY

The Commissioner of the Department of Administration, appointed by the Governor, is responsible for
administering the Systems. In order to meet the statutory requirements of administering the Systems, the
Commissioner appoints the Director of the Division of Retirement and Benefits. The Directoris responsible
for the daily operations of the Systems.

The Public Employees’ Retirement and the Teachers’ Retirement Boards prescribe policies and regula-
tions, hear appeals and approve employers’ rates prepared by the Systems’ independent consulting
actuary.

The Alaska State Pension Investment Board (ASPIB) is the fiduciary of the funds. ASPiB has statutory
oversight of the Systems’ investments and the authority to invest the Systems’ monies. Actual investing is
performed by outside investment firms and investment officers of the Division of Treasury of the Department
of Revenue. Treasury is responsible for carrying out investment policies established by the ASPIB .

Using the guidance provided by the Governmental Accounting Standards Board's Statement No. 14, The
Financial Reporting Entity, both PERS and TRS are considered component units of the State of Alaska for
financial reporting purposes. Because of the closeness of the Systems’ relationship to the primary
government, the State of Alaska, they are included in the State of Alaska Comprehensive Annuai Financial
Report as blended component units.

REPORT STRUCTURE

Although both the PERS and TRS are presented in this report and are administered by the same

organization, they are separate entities for legal and financial reporting purposes. Therefore, the report is

separated into two paits, one for PERS and the other for TRS, with a common Introductory section. Those

two parts consist of the following sections, along with the introductory section:

« The Introductory section contains this transmittal fetter, awards from the Government Finance
Officers Association and Public Pensicn Coordinating Council, and an overview of the administrative
organization and consulting services utilized by the Systems.

¢ The Financial sections contain the independent auditors’ reports, the financial statements of the
Systems and the required supplementary financial information.

s The Actuarial sections contain the independent consulting actuary’s certifications, along with the
results of the latest actuarial valuations and other actuarial statistics.

o The Investment sections provide a review of investment activity and performance.

¢ The Statistical sections contain membership, both active and retired, and financial statistical data.
s A Plan Summary section is also included for each System’s plan statement.

ECONOMIC CONDITION AND OUTLOOK

In fiscal year 1995, the U.S. economy had a Gross Domestic Product growth rate of 2.8%. The economy
produced a 4.2% average growth rate during the first half of the year but only mustered a 1.8% growth rate
in the second half.

< Alaska Public Employees’ and Teachers’ Relirement Systems — FY 95 CAFR
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Despite the volatility in economic activity, the underlying inflation pressure remained benign. The Consumer
Price Index increased 3% during the fiscal year while the Producer Price Index rose at a moderate rate of
2.2%. Price pressure in the production pipeline that was evident early inthe year dissipated. Otherindicators
also reflected a favorable inflation picture. Key commaodity prices provided additional support for a friendly
inflation outlook. The price of gold closed the year at $395 perounce while crude oil finished at $17 perbarrel.
Both commodities experienced a mild price decline during the year.

The initial economic strength in fiscal year 1995 allowed the Federal Reserve Bank to maintain a tight
monetary policy. Federal Reserve officials concluded economic growth would lead to higher inflation. The
Federal Reserve Bank raised short term interest rates three times during the year with the last rate hike in
February. The federal funds rate was increased by 1.75% and closed out the year at 6%. These rate actions
hit the interest rate sensitive sectors of the economy hard. Final demands for the auto and housing sectors
dropped off significantly in the second half of the year.

The year finished with the Federal Reserve Bank firmly reiterating its long term price stability objective. The
Federal Reserve Bank appeared to have successfully engineered a slow down in the economy. More
critically, the economy entered its sixth year of the expansion without triggering any inflation pressures.

MAJOR INITIATIVES AND ACCOMPLISHMENTS

The overall objective of the Systems is to provide a retirement program which, when combined with other
benefits such as personal savings, Social Security, or the Supplemental Benefits System, for employees of
the State and those political subdivisions that have opted out of Social Security, will help members maintain
their current level of disposable income after retirement. As a part of our commitment to this objective, we
continually strive to improve and enhance the quality of the services we provide to our membership.

As a part of our effort to improve the technology used to provide services, the consolidation of the majority
of our computer software currently being used, some pieces of which were implemented in the early 1970’s,
into one comprehensive system is nearing completion. The Combined Retirement System (CRS) will
provide financial and demographic information about active and retired members as well as employer
members from a single source, rather than several nonintegrated subsystems. ltis designedtocimprove the
quality and timeliness of responses to member requests and also provide various methods of electronic
transfer of data from our employer members. CRS will be implemented in stages during January through
June of 1996.

A project to replace our microfiche and paper records with optical images has just begun. A Request for
Proposals is currently being written, with the bid award scheduled to be completed by the end of 1995, Full
implementation should be completed by December 1996. Documents will be accessed by staff through one
of our two Local Area Networks (LANs). These two LANSs, one in our Juneau office and the other in our
Anchorage office, are currently connected by the State of Alaska's Wide Area Network backbone.

In an effort to improve communications with our membership, the Division of Retirement and Benefits has
created aHome Page onthe World Wide Web. Members can view information on such topics as; Frequently
Asked Questions, Information Handbooks, Statutes and Regulations, and Newsletters. Shortly after
publication of this CAFR, it too will be available on the Web. Members can also ask questions or request
data by sending an E-Mail message to the appropriate staff member.

We have recently implemented a new health service for retirees called Informed Health. This service
provides: (1) experienced, registered nurses retirees can call 24 hours a day, toll-free for health information
of all kinds; (2) a practical, easy-to-read handbook that includes basic guidelines on how to recognize and
cope with common health problems; and (3) a quarterly newsletter with timely health information.

Alaska FPublic Employees’ and Teachers' Retirement Systems — FY 95 CAFR <&
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In FY 95, the Systems' actuary performed a study of all economic actuarial assumptions. Based on this
study, the total inflation assumption was changed from 5% to 4% annually. This in turn affected the
investment return, salary scale, and health cost assumptions. A change occurred in the asset valuation
method as well. The new method smooths the difference between expected investment return and actual
return by spreading the recognized gain or loss over a five year period.

FINANCIAL INFORMATION

Accounting System and Internal Controls

This report has been prepared in conformity with generally accepted accounting principles as pronounced
by the Governmental Accounting Standards Board and the American Institute of Certified Public Accoun-
tants. The financial statements were prepared in accordance with Financial Accounting Standards Board
Statement No. 35, Accounting and Reporting by Defined Benefit Pension Plans. The notes to the financial
statements were prepared in accordance with Governmental Accounting Standards Board Statement

No. 5, Disclosure of Pension Information by Public Employee Retirement Systems and State and Local
Governmental Employers.

The accrual basis of accounting is used to record the assets, liabilities, revenues and expenses of the
Systems. Revenues are recognized in the period in which services are performed and expenses are
recorded when the corresponding liabilities are incurred, regardiess of when paymentis made. Investments,
other than real estate equities and loans and mortgages, are carried at market value. Real estate equities
and loans and mortgages are stated at estimated market value as determined by independent management
and Division of Treasury management, respectively. Security transactions and any resulting gains orlosses
are accounted for on a trade date basis.

The management of the Systems is responsible for establishing and maintaining an internal control structure
designed to ensure that the assets of the Systems are protected from loss, theft, or misuse and to ensure
that adequate accounting data is compiled to atlow for the preparaticn of financial statements in conformity
with generally accepted accounting principles.

The internal control structure is designed to provide reasonable, but not absolute, assurance that these
objectives are met. The concept of reasonable assurance recognizes that: (1) the cost of a control should
not exceed the benefits likely to be derived; and (2} the valuation of costs and benefits requires estimates
and judgmenis by management.

In addition, there is an Internal Auditor, established under statutory requirements, who reports directly to
the Director and provides written and oral reports on a regular basis. The auditor travels throughout the state
auditing various employer members to ensure that all laws and regulations pertaining to membership data
and contributions are accurately implemented when reporting to the Systems.

Fund Balances

The market value of net assets available for benefits for FY 95 and FY 94 for both Systems is shown for
comparative purposes.

_____ ' Increase . i
: : ST _ 7. Amount . Percent ' .
Public Employees' Retirement System $4,876.8 4,177.0 699.8 16.8%
Teachers' Retirement System 2,688.5 2,351.7 336.8 14.3

- Alaska Public Employees' and Teachers' Retirement Systems — FY 95 CAFR
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Revenues

The revenues needed to finance retirement and other member benefits are accumulated through the
collection of employer and employee contributions and through earnings on investments. These
income sources for the years ended June 30, 1995, and 1994 are shown as follows:

T e T T e
S o7 Millions - Inc/(Dec) - Millions | Inc/(Dec) ‘.
R S SR | 19951994Amt % 19951994 Amto/o
Employee Contributions $ 837 825 1.2 1.5% $475 479 (04) (0.8)%
Employer Contributions 1564 153.3 3.1 2.0 600 605 (0.5 (0.8
Investment and
Other Income 656.0 112.1 543.9 485.2 369.2 3.2 306.0 4842
Total Revenues $896.1 347.9 5482 157.6% $476.7 1716 305.1 177.8%
Expenses

The primary expense of a retirement system is the payment of benefits. These recurring benefit payments,
along with refunds of contributions to terminated employees and the cost of administering the Systems
comprise the total expenses. The expensesforthe years ended June 30, 1995 and 1994 are reflected below:

PERS TIRS
Millions Inc/{Dec) Millions Inc/{Dec)
1995 1994 Amt % - 1995 1994 Amt %
Benefits $172.3 1579 144 9.1% $1298 1165 133 11.4%
Refunds 12.8 9.6 32 333 2.8 22 06 273
Administration 113 _ 113 0.0 0.0 7.4 7.7 _ (0.3} (3.9
Total Expenses $196.4 1788 17.6 9.8% $140.0 126.4 136 10.8%

FUNDING

The overall objective in the funding of any retirement system is to accumulate sufficient funds to pay current
and future benefit payments. The higher the level of funding, the larger the accumulation of assets and the
greater the investment income potential. Also, a high level of funding gives the members a greater degree
of assurance that pension benefits are secure.

A common measure of the strength of a pension system is to express the assets as a percentage of total
liabilities, known as the funding ratio. Actuarial valuations to determine the current funding ratios and
calculate future funding requirements for both Systems are performed every year. The latest valuations
were conducted as of June 30, 1994. The funding ratios, as of that date, were 94.8% for PERS and 89.6%
for TRS, based on the valuation assets used in the actuarial valuation. Valuation assets are calculated by
smoothing the difference between the expected investment return and the actual investment return for a
given year over five years. This is a decrease of .6% and 3.5%, respectively, primarily due to changes in
economic actuarial assumptions and the asset valuation method. These funding ratios are considered to

Alaska Public Employees’ and Teachers' Retirement Systems — FY 95 CAFR %
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be very good, especially in light of the fact that medical premiums are prefunded and, as such, are included
in the accrued liabilities, which is not common for a state retirement system.

Although the historical level of funding for the Systems is very good, constant effort will continue to be
directed atimproving funding levels, thereby assuring the members of financially sound retirement systems.

INVESTMENTS

The Alaska State Pension Investment Board's perspective of structuring the PERS and TRS to meet long-
term investment objectives remained focused, while many investors reacted defensively in response to the
Federal Reserve Bank raising short-term interest rates.

A thorough review process and a disciplined investment approach earned 15.56% for the PERS fund and
15.90% for the TRS fund in the fiscal year. On an annualized basis, the PERS fund earned 10.69% while
the TRS fund earned 10.82% for the last three years, and 10.16% and 10.12%, respectively, for the last five
years. These investment returns are in excess of the actuarial investment return rate needed to meet future
liabilities.

Fixed Income

The conservative investment approach protected each Fund's assets during a volatile year in the fixed
income markets. The PERS Fund's $2.3 billion and the TRS Fund’s $1.2 billion of fixed income investments
produced a return of 12.71% and 13.0%, respectively, compared to a return of 12.76% for the investment
index. During the fiscal year, the portfolios shifted from a structure designed to reduce the impact of rising
interestrates to one designed to take advantage of market rallies. Atthe end of the fiscal year, both portfolios
had a higher yield than the investment index, with PERS at 6.41% and TRS at 6.42% compared to 6.35%
for the index.

The annualized rate of return for three and five years exceeded the benchmark index. These results were
produced by a strategy based on three key principles. First, investing is a long-term undertaking, and long-
term trends, objectives, and risk/returns analysis should guide the process. Second, investiment efforts
should be focused where the long-term risk/return relationship is most advantageous, such as intermediate
corporate bonds. Diversification and risk control together make up the final key to the Funds’ fixed income
investment portfolios. In addition to investing in only investment grade bonds, the Funds will not purchase
more than 10% of any individual issue and no individual issuer's debt will comprise more than 5% of the total
portfolio for each fund.

Several other items contributed to the strong returns of the portfolio. The moderate growth of the economy
helped reduce the required credit premium on corporate bonds. Coupled with the continued issuance of new
corporate bonds at a moderately slow pace, the result was a better performance for corporate bonds than
United States Treasury securities with similar maturities.

Equities

The well-diversified investments of the Funds’ domestic equity and international equity portfolios are
designedto limit risk from a specific company or economic region, This is achieved by hiring multiple equity
managers who have a record of accomplishments with specific types of portfolios and mandates.

The PERS Fund's $2.0 billion and the TRS Fund's $1.15 billion domestic equity portfolio returned 22.82%

for the fiscal year, which compares favorably to the median active management returns of 22.68%, while
the Standard & Poor's (S & P) 500 Index returned 26.08%. The annualized results forthree yearsis 13.78%
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versus index returns of 13.18%. The five year annualized returns were 11,74% and 11.72% for PERS and
TRS, respectively, versus 12.05% forthe S & P 500 Index. International equities earned 3.40% for the year
ended June 30, 1995 on the PERS Fund’s $382 million and the TRS Fund's $222 million. These returns
exceeded the benchmark Morgan Stanley Capital International, Europe, Australia, and Far East (EAFE)
Index by 1.74%. The annualized rate of return for three years is 12.11% versus 12.68% for the benchmark
index, and 6.92% and 6.79% for PERS and TRS, respectively, versus 4.69% for five years.

Real Estate

The returns from $104 million of real estate equities held by the PERS and $62 million held by the TRS
increased from 7.01% and 6.50% in fiscal year 1994 to 7.89% and 7.78% in fiscal year 1995, compared to
4.07% in 1994 to 7.83% in fiscal year 1995 for the NCREIF Index, a national barometer of commingled fund
performance. The return forthe current year is also a significant improvement over the portfolios’ three-year
returns of 4.65% for the PERS and 4.27% for the TRS, and the five-year negative returns of 2.38% for the
PERS and 2.49% for the TRS.

While the real estate market enjoyed continued improvement, different property types and geographic
locations experienced varying degrees of success. The perceived risk of owning real estate continues to
decline. Improved market fundamentals and significant capital flows from private, public, and institutional
equity investors provided the impetus for improvement in the real estate markets.

OTHER INFORMATION
Independent Audit

Annual audits of the Systems were completed by the independent accounting firm of KPMG Peat Marwick,
LLP. The audits were conducted in accordance with generally accepted auditing standards. The auditors’
opinions were unqualified for both Systems for the year ended June 30, 1995.

Awards

For the second consecutive year, the Government Finance Officers Association (GFOA) awarded a
Certificate of Achievement for Excellence in Financial Reporting to the PERS and TRS for their comprehen-
sive annualfinancial reportforthe year ended June 30, 1994. The Certificate of Achievement is a prestigious
national award recognizing conformance with the highest standards for preparation of state and local
government financial reports.

In order to be awarded a Certificate of Achievement, the Systems must publish an easily readable and
efficiently organized comprehensive annual financial report. This report satisfied both generally accepted
accounting principles and applicable legal requirements.

A Certificate of Achievementis valid for a period of one year only. We believe that our current comprehensive
annual financial report continues to meet the Certificate of Achievement Program’s requirements and we
are submitting it to the GFOA to determine its eligibility for another certificate.

The Systems were also each awarded the Public Pension Coordinating Council’s Public Pension Principles
Achievement Award for 1994. These awards were presented in recognition of instituting professional
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standards for public employee retirement systems in the areas of benefits, actuarial valuation, financial
reporting and auditing, investments, and disclosure.

Acknowledgments

The preparation of this report is made possible by dedicated service of the staff of the Systems. itisintended
to provide comprehensive and reliable information as a basis for making management decisions, as a
means of determining compliance with legal provisions, and as a means for determining responsible
stewardship for the assets contributed by the members and their employers.

This report is being mailed to the Governor, each State Legislator, each employer member and any other
interested parties. Hopefully, the employers and their employees will find this report both informative and
helpful.

| would like to take this opportunity to once again thank the Boards, the staff, and the many other people who
have been instrumental in assuring the successful operation and the financial soundness of the Systems.
| would also like to thank the employers of the Systems whose time and efforts play a major role in the
success of the Systems.

Respectfully submitted,

Robert F. Stalnaker
Director

2/6/AFR95ltr.pm5
Enclosure
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Peat Marwick LLP

601 Wast Fifth Avenue
Suite 700
Anchorage, AK 99501-2258

Independent Auditors’ Report

Division of Retirement and Benefits and
Members of the Alaska Public Employees’ Retirement Board
State of Alaska Public Employees’ Retirement System:

We have audited the accompanying statements of net assets available for plan benefits of the
State of Alaska Public Employees’ Retirement System (Plan), A Component Unit of the State
of Alaska, as of June 30, 1995 and 1994, and the related statements of changes in net assets
available for plan benefits for the years then ended. These financial statements are the
responsibility of the Plan’s management. QOur responsibility is to express an opinion on these
financial statements based on our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statemenis are free of material misstatement. An audit includes
examining, on a test basis, evidence supporting the amounts and disclosures in the financial
statements. An audit also includes assessing the accounting principles used and significant
estimates made by management, as well as evaluating the overall financial statement
presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respecis,
the net assets available for plan benefits of the State of Alaska Public Employees’ Retirement
Systemn, A Component Unit of the State of Alaska, as of June 30, 1995 and 1994, and the
changes in net assets available for plan benefits for the years then ended in conformity with
generally accepted accounting principles.

Our audits were made for the purpose of forming an opinion on the basic financial statements
taken as a whole. The supplementary information included in Schedules 1 through 4 is
presented for purposes of additional analysis and is not a required part of the basic financial
statements. Such information has been subjected to the auditing procedures applied in the
audits of the basic financial statements and, in our opinion, is fairly stated in all material respects
in relation to the basic financial statements taken as a whole.

September 13, 1995 K/Mé ZWML( wirthe CLP

Member Firm of
Kiynveld Peat Marwick Goerdeler
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(0003 omltted)

. (A Cotnponent Umt ot the State of Alaska)

June 30 1995 and 1994

Statements of Net Assets Avallable for Plan Beneflts

1995 1994
Assets;
Investments, at market value: :
United States Government debt $1,047,075 943,018
Federal agency debt 115,797 57,493
Corporate bonds, notes and debentures 1,123,412 852 167
Commercial paper 42,558 164,342
Domestic equity pool 1,985,645 1,593,633
International equity pool 347,704 360,726
Emerging markets equity pool 35,566 36,247
Real estate equities 100267 116,089
Total investments 4,798,024 4,123,615
Loans and mortgages, at market value, net of allowance
for loan losses of $1,540 in 1995 and $2,152 in 1994 3,903 5,664
Receivables:
Contributions 13,102 13,492
Retirement incentive program - 0
Accrued interest and dividends 46,354 39,202
Other accounts receivable 2 20
Total receivables 59,458 52,804
Deposits in State of Alaska short-term investment pools 30,397 1.610
Total assets 4891782 4,183,693
Liabilities:
Accrued expenses 7,179 6,533
Due to State of Alaska General Fund 7,713 63
Commerce settlement liability 82 84
Total liabilities 14,974 6.680
Net assets available for plan benefits $4,876,808 4,177,013

See accompanying notes to financial statements.
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1;:. i (00080mltted)

o Years ended June 30 1995 and 1994 |
Additions: 1995 1994
Investment income:
Net unrealized appreciation (depreciation) in
market value of investments:
Investments measured by quoted market values

in an active market $ 295454 (207,393)
Investments measured by net realizable vatue
as determined by management or other methods 4,251 158
Net unrealized appreciation (depreciation)
in market value of investments 299,705  (207,235)
Interest 163,337 148,643
Dividends 67,741 58,953
Net realized gains on sales 125,355 111,508
Total investment income before
recoveries on loans and mortgages 656,138 111,869
Net mortgage loan recoveries ([oss) (122) 192
Net investment income 656,016 112,061
Contributions:
Employers 156,445 153,302
Employees 83,683 82,503
Retirement incentive program - employers - (17)
Total contributions 240,128 235,788
Other 3 32
Total additions 896,147 347.881
Deductions:
Benefits paid:
Retirement 131,634 121,867
Medical 40,687 36,046
Total benefits paid 172,321 157,913
Refunds to terminated employees 12,774 9,584
Administrative expenses 11.257 11,278
Total deductions 196,352 178,775
Net increase _ 699,795 169,106
Net assets available for plan benefits at beginning of year 4177,013 4,007,907
Net assets available for plan benefits at end of year $4,876,808 4,177,013

See accompanying notes to financial slaterments.
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Notes to Flnancxal Statements
(OOOS omltted)

(1) Description

The following brief description of the State of
Alaska Public Employees’ Retirement System
(Plan), A Component Unit of the State of Alaska,
is provided for general information purposes
only. Participants should referto the Plan agree-
ment for more complete information.

General

The Plan is the administrator of a defined benefit,
agent, multiple-employer public employee re-
tirement system established and administered
by the State of Alaska (State) to provide pension
henefits for eligible State employees and em-
ployees of its local governmentis. Benefit and
contribution provisions are established by State
taw and may be amended only by the State
Legislature. The Plan is considered a compo-
nent unit of the State financial reporting entity
and is included in the State’s financial reports as
a pension trust fund.

At June 30, 1995, the number of participating
local government employers and public organi-
zations including the State of Alaska was:

State of Alaska 1
Municipalities 73
School districts 52
Other 27

Total employers 153

Inclusion in the Plan is a condition of employ-
ment for eligible State employees except, as
otherwise provided, for judges, elected officers
and certain employees of the Alaska Marine
Highway System. Any local government in the
State may elect to have its permanent general
and police and fire depariment employees cov-
ered by the Plan. At June 30, 1994, Plan mem-
bership consisted of:

Retirees and beneficiaries
currently receiving
benefits and terminated
employees entitled
to future benefits 13,414
Current employees:
General 28,883
Police and fire 2.481
31,364
44,778
Current employees:
Vested:
General 16,162
Police and fire 1,981
Nonvested:
General 12,721
Police and fire 500
31,364
{Continued)
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Pension Benefits

Employees hired priortoJuly 1, 1986 with five or
more paid-up years of credited service are en-
titled to monthly pension benefits beginning at
normal retirement age, fifty-five, or early retire-
ment age, fifty. For employees first hired after
June 30, 1986, the normal and early retirement
ages are sixty and fifty-five, respectively. Em-
ployees with thirty or more years of credited
service (twenty years for peace officers and
firemen) may retire at any age and receive a
normal beriefit.

The normal monthly pension benefit is based on
years of service and average monthly compen-
sation. The average monthly compensation is
based upon the employee’s three highest, con-
secutive years salaries.

The benefit related to aill years of service earned
prior to July 1, 1986 and for years of service
through a total of ten years for general employ-
ees is equal to 2% of the employee’s average
monthly compensation for each year of service.
The benefit for each year over ten years of
service subsequent to June 30, 1986 is equal to
2-1/4% of the employee’s average monthly com-
pensation for the second ten years and 2-1/2%
forali remaining years of service. For police and
fire employees, the benefit for years of service
through a total of ten years is equal to 2% of the
employee’s average monthly compensation and
2-1/2% for all remaining years of service.

Minimum benefits for employees eligible for
retirement are $25 per month for each year of
credited service.

Married employees must receive their benefits
in the form of a joint and survivor annuity unless
their spouses consent to another form of benefit
or another person is eligible for benefits under a
qualified domestic relations order.

When pension benefits begin, major medical
benefits are provided without cost to (1) all
employees first hired before July 1, 1986 and (2)
employees who are disabled or age sixty-five or
older, regardless of their initia) hire dates. Em-
ployees first hired after June 30, 1986 may
receive major medical benefits prior to age
sixty-five by paying premiums.

Death Benefits

If an active employee dies frem occupational
causes, the spouse may receive a monthly pen-
sion equal to 40% of the employee’s salary.
When death is due to occupational causes and
there is no surviving spouse, the employee’s
dependent child(ren) may receive the monthly
pension until they are no longer dependents.
The amount of the occupational death pension
changes on the date the employee’s normal
retirement would have occurred if the employee
had lived. The new benefit is based on the
employee’s average monthly compensation at
the time of death and the credited service, in-
cluding service that would have accrued if the
employee had lived and continued to work until
normal retirement. If the death was from
nonoccupational causes, and the employee was
vested, the spouse may receive a monthly sur-
vivor benefit based on a 50% joint and survivor
option. If the employee is not married or vested,
a lump sum death benefit is payable to the
named beneficiary(s).

(Continued)
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(2)

Disability Benefits

Active employees who become permanently
disabled due to occupational or nonoccupational
causes receive disability benefits until normal
retirement age. Although there is no minimum
service requirements for employees tc be eli-
gible for occupational disability, employees must
be vested to receive nonoccupational disability
benefits. The monthly occupationat disability
benefit is equal to 40% of the employee’s salary
atthe time of the disability. The nonoccupational
disability benefit is based on the employee’s
service and salary at the time of disability. At
normal retirement age the disabled employees
begin receiving normal retirement benefits.

Effect of Plan Termination

Should the Plan terminate at some future time,
its net assets generally will notbe available ona
pro rata basis 1o provide participant benefits.
Whether a particular participant’s accumulated
Plan benetfits will be paid depends onthe priority
of those benefits at that time. Some benefits
may be fully or partially provided for by the then
existing assets while other benefits may not be
provided for at all.

Summary of Significant Accounting Policies
Basis of Accounting

The Plan’s financial statements are prepared
using the accrual basis of accounting.

Valuation of Investments

Security transactions and any resuilting gains or
losses are accounted for on a trade date (owner-
ship) basis.

Investments, otherthan real estate equities and
loans and mortgages, are carried at market
value to reflect their asset values. Market value
is determined at the end of each month by the
custodial agent. The agent's determination of
market values involves, among other things,
using pricing services or prices quoted by inde-
pendent brokers.

Real estate equities are stated at estimated
market value as determined by the independent
management of the investment accounts. These
investments do not have a readily available
market and generally represent long-term in-
vestments.

At June 30, 1995, loans and mortgages are
stated at estimated market value as determined
by management.

Historically, management of the loans and mort-
gages portfolio has provided an estimated
allowance for loan losses to provide for potential
credit losses. Factors considered by manage-
ment in developing the allowance forloan losses
include delinquency levels, historical charge-offs
and the aging of the portfolio.

Loans and mortgagesinclude $2,248 and $2,286
for 1995 and 1994, respectively, of other real
estate owned. Other real estate owned repre-
sents properties on which the Plan has fore-
closed and is holding with the intent to resell.

Contributions Receivable

Contributions from employees and employers
for service through June 30 areaccrued. These
contributions are considered fully collectible and,
accordingly, no allowance for uncollectible
receivables is reflected in the financial state-
ments.

(Continued)
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Reclassifications the securities are held by the State or its custodian

in the Plan’s name.

Certain amounts have been reclassified to
conform with the current year presentation.

(3) Investments and Deposits

Category 2 - Uninsured and unregistered invest-
ments for which the securities are held by the

counterparty’s trust department or agent in the

To provide an indication of the level of credit Plan’s name.

risk assumed by the Plan at June 30, 1295,
the Plan’s investments are categorized as

Category 3 - Uninsured and unregistered invest-

follows: ments for which the securities are held by the
) counterparty or by its trust department or agent but

Investments not in the Plan’s name:

Category 1 - Insured or registered for which

Market
value
and
Category carrying
1 2 value
Investments categorized:
United States Government debt $ 1,047,075 - 1,047,075
Federal agency debt 115,797 - 115,797
Corporate bonds, notes and debentures 1,123,412 - 1,123,412
Commercial paper 42 558 - 42,558
Totat investments categorized 2,328,842 - 2,328,842
investments which cannot be categorized as they
are an undivided interest in a State of Alaska
investment pool:
Domestic equity pool 1,985,645
International equity pool 347,704
Emerging markets equity pool 35,566
2,368,915
Other investments which cannot be categorized -
real estate equities 100,267
Total investments not categorized 2,469,182
Totat investments $ 4,798,024
{Continued)
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Although pooled investments represent the Plan’s
share of ownership in the pool, rather than own-
ership of specific securities, all of the underlying
securities in the pool in which the Plan partici-
pates are considered to be Category 1 and are
held by the custodian in the State’s name.

in these pools. The assets of the short-term
investment pools consist of cash and repur-
chase agreements. All assets of the short-term
investment pools are insured or collateralized
with securities held by the State or its custodian
in the State’s name.

During 1995 and 1994, the Plan’s investments

Deposits

(including investments bought, scld, as well as

held duringthe year) appreciated (depreciated)

Deposits in the State of Alaska short-term invest-
ment pools, $30,397 atJune 30, 1995, cannotbe
categorized as the Plan has an undivided interest

in valiue as follows:

1995 1994
Investments measured by quoted market values
in an active market:
United States Government debt $ 48,081 {95,316)
Federal agency debt 2,494 (4,051)
Corporate bonds 48,441 (81,814)
Commercial paper 14 14
Domestic equity pool 203,146 (56,863)
International equity pool (5,279) 29,812
Emerging market equity pool (1,443) 825
Investments measured by net realizable value
as determined by management or other method:
Real estate equities 4,251 158
Loans and mortgages (122) 192
$ 299,583 (207,043)
(Continued}
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Notes to Flnanclal Statements
----- (0003 omltted) '

The cost, market and carrying values of the Plan’s investments at June 30, 1995 and 1994 are as follows:

Carrying
Cost Market value
1995;
United States Government debt $ 940,544 1,047,075 1,047,075
Federal agency debt 112,421 115,797 115,797
Corporate bonds, notes and
debentures 1,065,267 1,123,412 1,123,412
Commercial paper 42,558 42 558 42 558
Domestic equity pool 1,682,607 1,985,645 1,985,645
International equity pool 318,235 347,704 347,704
Emerging markets equity pool 36,062 35,566 35,566
Real estate equities 137,585 100,267 100,267
Loans and mortgages, net of
allowance for loan losses
of $1,540 3,903 3,903 3,903
$4,339,182 4,801,927 4,801,927
1994:
United States Government debt $ 884,568 943,018 943,018
Federal agency debt 56,611 57,493 57,493
Corporate bonds, notes and
debentures 842,462 852,167 852,167
Commercial paper 164,356 164,342 164,342
Domestic equity pool 1,493,641 1,693,533 1,593,533
International equity pool 325,978 360,726 360,726
Emerging markets equity pool 35,422 36,247 36,247
Real estate equities 157,657 116,089 116,089
Loans and mortgages, net of
allowance for loan losses
of $2,152 5,664 5664 5,664
$3,966,359 4,129,279 4,129,279
{Continued)
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(0005 omltted)

The Alaska State Pension investment Board has
statutory oversight of the Plan’s investments
and the authority to invest the Plan’s monies.
Prior to July 1, 1993, the Commissioner of Rev-
enue had the statutory authority to invest the
mohies of the Plan. Actual investing is per-
formed by the investment officers of the Division
of Treasury of the Department of Revenue.
Alaska Statute provides for the investment in
United States treasury or agency securities;
corporate debt securities; preferred and com-
mon stock; commercial paper; securities of for-
eign governments, agencies and corporations;
foreign time deposits; gold builion; futures con-
tracts for the purpose of hedging; real estate
investment trusts; deposits within Alaska sav-
ings and loans and mutual savings banks; de-
posits with state and national banks in Alaska;
guaranteed loans; notes collateralized by mort-
gages, certificates of deposit and banker's ac-
ceptances.

{4} Pooled Investments

Short-Term Investment Pools

The Plan, along with other State funds, partici-
pates in twointernally managed short-term fixed
income pools. Participants in the qualified
short-term tixed income pool are qualified retire-
ment plans whereas participants in the
nonqualified fixed income pool are retirement
funds as well as other State funds. Each partici-
pant owns shares in the pools, the number of
which fluctuates daily with contributions, with-
drawals and income. A share price of $1 is
maintained, giving each paricipant one share
for every dollar invested in the short-term fixed
income pools. The assets ofthe short-term fixed
income pools, comprised of commercial paper,
corporate bonds, U.S. Treasuries, U.S. Govern-
ment sponsored securities, repurchase agree-
ments and cash, are reported as deposits in
State of Alaska short-term investment poois on
the statements of net assets and are presented
at market. At June 30, 1995 and 1994, the
Fund’'s investment in the short-term fixed in-
come pools is comprised of the following:

1994
Market Market
Ownership value Ownership value
percentage of shares percentage of shares
Nonqualified A3% $ 3,409 % -
Qualified 73.46% 26,988 52.41% 1,610
Total short-term
fixed income pools $ 30,397 1,610
{Continued)
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Domestic Equity Pool

The investment activity of all domestic market-
able securities was consolidated with the domes-
tic marketable securities of three other State
retirement funds to form a domestic equity pool.
The activity and the June 30, 1995 and 1994
balances of this domestic equity pool are ac-
counted for on a unit-accounting basis. Alf in-
come and realized and unrealized gains and
losses are allocated monthly to each participant
on a pro rata ownership basis. AtJune 30, 1995
and 1994, the Plan’s investment in the domestic
equity pool is comprised of the following:

1995 1994

Marketable securities,

at market $1,769,420 1,509,607
Interest and dividends

receivable 5,181 5,571
Cash and cash

equivalents 211.044 78,355

$1,985,645 1,593,533

International Equity Pool

The Plan, along with three other State retirement
systems, has formed an international equity pool
comprised of investments in various types of
international equity securities. The majority of
the international equity pool is comprised of com-
mon stock with available cash balances invested
in short-term debt instrurments. All accrued in-
come, realized gains and losses, and income
received are allocated monthly to the four partici-
pating funds on a pro rata ownership basis.

The international equity pool at June 30, 1995
and 1994 is comprised of the following:

1995 1994

Marketable securities,

at market $333,851 344,400
Interest and dividends

receivable - 1,146
Cash and cash

equivalents 13,853 _15,180

$347,704 360,726

Emerging Markets Equity Pool

The Pian, along with another State retirement
system, has formed an emerging markets equity
pool, with each retirement system owning shares
of the pool. The pool participates in two exter-
nally managed commingled investment funds.
The commingled funds, comprised of various
institutional investors, invest in the equity mar-
kets of developing countries. All accrued in-
come, realized gains and losses and income
received are allocated monthly to the four par-
ticipating funds on a pro rata ownership basis. At
June 30, 1995 and 1994, the Plan’s ownershipin
the poolwas $35,566 and $36,247, respectively.

(5) Funding Status and Progress

The amount shown below as “pension benefit
obligation,” which is the actuarial present value
of credited projected benefits, is a standardized
disclosure measure of the present value of pen-
sion benefits, adjusted for the effects of pro-
jected salary increases, estimated to be payable

{Continued)
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in the future as a result of employee service to
date. This measure is intended to help users
assess the Plan’s funding status on a
going-concern basis, assess progress made in
accumulating sufficient assets to pay benefits
whendue, and make comparisons among plans.
The measure is independent of the actuarial
funding method used to determine contributions
to the Plan, discussed in note 7 below.

The pension benefit obligation is determined by
William M. Mercer, incorporated and is the
amount that results from applying actuarial as-
sumptions to adjust the accumulated benefits to
reflect the time value of money (through dis-
counts for interest) and the probability of pay-
ment (by means of decrements such as for
death, disability, withdrawal, or retirement) be-
tween the valuation date and the expected date
of payment. The significant actuarial assump-
tions used in the valuations as of June 30, 1994
are as follows:

a. Actuarial cost method - projected unit credit,
unfunded accrued benefit liability amortized
over a rolling twenty-five years, funding sur-
plus amortized over five years.

b. Morality basis - 1384 Unisex Pension Mor-
tality Table set forward one year for male
and police/fire members, and set backward
four years for females.

c. Retirement age - retirement rates based on
the 1986-1990 actual experience.

d. Costofliving allowance (domicile in Alaska)
- 71% of those receiving benefits will be
eligible to receive the cost of living allow-
ance.

e. Contribution refunds - 100% of those em-
ployees terminating after age thirty-five with
five or more years of service will leave their
contributions in the fund and thereby retain
their deferred vested benefit. All others who
terminate are assumed to have their contri-
butions refunded.

f. Turnover and disability assumptions are
based upon the 1886-1990 actual experni-
ence of the Plan.

The foregoing actuarial assumptions are based
on the presumption that the Plan will continue.
Were the Plan to terminate, different actuarial
assumptions and other factors might be appli-
cable in determining the actuarial present value
of accumulated benefits.

Changes in Actuarial Assumptions

There were no significant changes in the demo-
graphic actuarial assumptions or actuarial meth-
ods used in the determination of Plan liabilities
this year. However, there was a change in the
economic actuariat assumptions and asset valu-
ation method. The assumptions and methods,
when applied in combination, fairly represent
past and anlicipated future experience of the
Plan.

The total inflation assumption was changed from
5% to 4% annually. This in turn affected the
economic assumptions, including investmentre-
turn, salary scale and health cost trend. The
following table shows the prior and new eco-
nomic assumptions:

{Continued)
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New
Prior assumption
assumption June 30, 1994

inflation 5.00% 4.00%
Investment return B.75% 8.00%
Salary scale:

Inflation 5.00% 4.00%

Productivity .50% .50%

Merit

(first five years) 1.00% 1.00%

Health cost trend:

FY95 9.50% 9.50%

FY96 8.50% 8.50%

FY97 7.50% 7.50%

FY98 7.50% 6.50%

FY9¢ and later 7.50% 5.50%

The method of calculating valuation assets was
changed. The new asset valuation method
smooths the difference between expected in-
vestment return and actual return during a given
year. The method spreads the results over five
years by recognizing 20% ofthe investment gain
or loss in each of the current and preceding four
years.

The effect of the changes in assumptions and
asset valuation method was to increase the
actuarial present value of accumulated Pian
benefits by $7,196 and the unfunded pension
obligation by $85,827.

At June 30, 1994, the unfunded pension benefit
obligation was $443,169, as follows:

Net assets available for
benefits as of

June 30, 1994, at market $4177.013

Pension benefit obligation:
Retirees and beneficiaries
currently receiving
benefits and terminated
employees not yet
receiving benefits
Current employees:
Accumuiated employee
contributions including
allocated investment
income 615,925
Employer-financed, vested 1,657,169
Employer-financed, nonvested _ 113,739
Total pension benefit
obligation as of

2,233,349

June 30, 1994 4,620,182
Unfunded pension

benefit obligation as

of June 30, 1994 $ 443,169

{6) Actuarial Present Value of Accumulated Plan

Benefits

The actuarial present value of accumulated Plan
benefits was determined by William M. Mercer,
Incorporated using the unit credit cost method
and the following assumptions:

a. Future salary was not considered.

{Continued)
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b. Future service was considered only to the
extentthat it would permit active Plan partici-
pantstobecome eligible for benefits attribut-
able to service rendered prior to the date of
determination.

¢. Assumptions used for mortality, withdrawal,
retirement ages, disability and investment
return are described in note 5to these finan-
cial statements.

AtJune 30, 1994, the actuarnial present value of
accumulated Plan benefits was $4,024,688 as
follows:

Retired participants and
beneficiaries of

deceased

participants $ 1,725,331
Terminated participants

with deferred benefits 508,018
Active participants - vested 1,717,282

Active participanis - nonvested 74,057
Actuarial present value of

accumulated

Plan benefits as of

June 30, 1994

$ 4,024,688

The change in the actuarial present value of
accumulated Plan benefits at June 30, 1994
follows:

Actuarial present vaiue

of accumulated Plan

benefits as of

June 30, 1993

Increase (decrease)
atiributable to:

Additional benefits
accumulated, including
actuarial experience

Change due to decrease
in the discount period

Estimated benefits paid to
participants

Changes in assumptions

Actuarial present value of
accumulated
Plan benefits as of

“June 30, 1994

$ 3,648,551

214,516
321,922

(167,497)
7.196

$ 4,024,688

{7) Contributions

Employee Contributions

Priorto January 1, 1987, employees contributed
4.25% of their compensation, except for peace
officers andfiremen, who contributed 5% of their
compensation to the Plan. Effective January 1,
1987, contribution rates increased to 7.5% for
peace officers and firemen and 6.75% for other
employees, as required by statute. The em-
ptoyee contributions are deducted before fed-
eral income tax is withheld. Contributions are
collected by employers and remitted to the Plan
and may be voluntarily or, under certain circum-

(Continued)
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Notes to Flnanc:al Statements

(OOOS omltted)
stances, involuntarily refunded to the employee Actuarial valuations for 1995 and 1994 were
or a garnishing agency sixty days after termina- performed as of June 30, 1994 and 1993, re-
tion of employment. Employee contributions spectively.
earn interest at the rate of 4.5% per annum,
compounded semiannually. Significant actuarial assumptions used to com-
pute contribution requirements are the same as
Employer Contributions those used to compute the standardized mea-
sure of the pension benefit obligation discussed
The Plan’s funding policy provides for periodic in note 5.

employer contributions at actuarially determined

rates that, expressed as percentages of annual  (8) Retirement Incentive Program
covered payroll, are sufficient to accumulate

sufficient assets to pay benefits when due. Legislation was passed in June 1989 and

Employer contribution rates are level percent- amended effective April 1, 1990, establishing a

ages of payroll and are determined using the retirementincentive program. The programwas

projected unit credit actuarial funding method. available to state employees from October 1,

The Plan uses the level dollar method to amor- 1989 through March 31, 1990, University of

tizethe unfunded liability over a rolling twenty-five Alaska employees from July 1, 1989 through

year period. Funding surpluses are amortized December 31, 1989, and all other employees

over five years. from October 1, 1989 through March 31, 1991,

Contributions made in accordance with actuari- The retirement incentive program receivables

ally determined contribution requirements de- represent the reimbursement due from employ-

termined through actuarial valuations consist of ers participating in the program and is due in

the following: minimum equal annual installments so that the

entire balance is paid within three years after the

1995 1994 end of the fiscal year in which employees retired.

The amount of reimbursement is the actuarial

Employer $156,445 153,302 equivalent of the difference between the benefits

Employee 83,683 _ 82,503 the employee receives after the addition of the

retirement incentive under the program and the

$240,128 235,805 amountthe employee would have received with-

outthe incentive, less any amount the employee

Normal costs 191,046 174,967 was indebted as a result of retiring under the

Amortization of program. Employees were indebted to the Plan

unfunded for the following percentage of their annual com-

actuarial accrued pensation for the calendar year in which the
liability 49,082 60,838
$240,128 235,805

— (Continued)
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STROTR STATE OF ALASKA
'PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)

Notjes to Financial Statements
. (000s omitted)

)

employee terminated employment to participate
in the program:

22.50%
20.25

Police and fire members
Other members

Any outstanding indebtedness at the time an
employee was appointed to retirement resulted
in an actuarial adjustment of his/her benefit.

The effect of the 1989 program on the pension
benefit obligation was fully accounted for in the
June 30, 1990 and 1991 actuarial valuations as
the eligible employees retired.

State of Alaska Plan Data

The State of Alaska employees who administer
the Plan participate in the Plan.

The State of Alaska contributes tothe Plan. The
State’s unaudited payroll for employees covered
by the Planforthe yearended June 30, 1995 was
$603,815. Total payroll for the State is not
available.

State employees participating in the Pian and
Plan benefits are described in note 1.

The State does not have any of its notes, bonds
or other financial instruments inciuded in the
Plan assets at June 30, 1995.

The Plan’s funding status and progress are
described in note 5. The total unfunded pension

benefit obligation applicable to the State’'s em-
ployees was $329,886 at June 30, 1994, as
follows:

State of Alaska net assets
available for benefits
as of June 30, 1994,
at market $2,300.823

State of Alaska pension
benefit cbligation:

Retirees and beneficiaries
currently receiving
benefits and terminated
employees not yet
receiving benefits

Current employees:
Accumulated employee

contributions, including
allocated investment
income 344,547
Employer-financed, vested 946,495
Employer-financed, nonvested _ 47.335
Total State of Alaska
pension benefit
obligation as of

1,292,332

June 30, 1994 2,630,709
Unfunded State of Alaska
pension benefit
obligation as of
June 30, 1995 $ 329,886
(Continued)
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- STATE OF ALASKA -
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

Notes to Flnanclal Statements
(0005 omltted) L

Contributions to the Plan are described in . "
note 7. For the year ended June 30, 1995, the Retired pa_rt!mpants and
Stat d Stat | tributi beneficiaries of
: ﬁ\eal:l ate employee contributions were as deceased participants $ 982,394
oliows: Terminated patrticipants
with deferred benefits 289,263
g:a:e OI Q:as::a | $ 33’332 Active participants - vested 977,812
ale of Alaska employees Active participants - nonvested 42,168
$_1_.Lf_7_3 Actuarial present value
Normal costs 96,407 of aceumulated Plan
Amontization of unfunded benefits as of
1994
actuarial accrued liability 40,066 June 30, 199 $2,291,637
M The change in the actuarial present value of

accumulated Plan benefits at June 30, 1994

Actuarial Present Value of Accumulated Plan follows:

Benefits.

. Actuarial present value of
Theactuarial present value of accumulated Plan accumulated Plan

benefits was determined by William M. Mercer, benefits as of
Incorporated using the following assumptions: June 30. 1993 $2.078.840

Increase {decrease)
attributable to:
Additional benefits
accumulated, including

a. Future salary was not considered.

b. Future service was considered only to the
extentthat it would permit active Plan partici- actuarial experience 128.713
pants to become eligible for benefits attribut- Change due to decreases '
able to service rendered prior to the date of in the discount period 177,627

determination. Estimated benefits paid to

participants (97,640)

c. Regular valuation assumptions were used Change in assumptions 4.097

as to mortality, withdrawal, retirement ages,
disability and investment return.

Actuarial present value of

accumulated
At June 30, 1994 the actuarial present value of Plan benefits as of

accumulated Plan benefits was $2,291,637 as June 30. 1994 $2,291,637
follows: ’ =

{Continued}
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- o STATE OF ALASKA
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Unit of the State of Alaska)
NOtes to Financial ;Stat___ements' |
' (000s omitted)
Trend information related to the State of Alaska portion of the Plan follows:
Unfunded
pension
benefit
Net Net obligation
Pension Net assets assets asa
benefit assets Pension available available Unaudited percent
obfigation available benefit as a in excess annual of annual
year ended for obligation percent (unfunded) covered covered
June 30 benefits (PBO) of PBO of PBO payrolf payroll
1987 $ 1,159,209 1,142,446 101.47% $ 16,763 N/A N/A
1988 1,172,156 1,315,532 89.10% (143,376) N/A N/A
1989 1,334,159 1,480,070 90.14% {145,911) N/A N/A
1990 1,490,489 1,569,554 94.96% (79,065) N/A N/A
1991 1,630,505 1,924,251 84.73% (293,748) 556,646 52.77%
1892 1,882,661 2,144,472 87.79% (261,811) 583,968 44.83%
1993 2,199,329 2,350,741 93.56% (151,412) 594,143 25.48%
1994 2,300,823 2,630,709 87.46% (329,886) 545,761 60.45%
Pension Statutory contribution rates
benefit State of Alaska Employees
obligation Police Police
year ended and fire Other and fire Other
June 30 participants participants participants participants
1987* 15.74% 11.30% 7.50% 6.75%
1988 13.05% 9.65% 7.50% 6.75%
1989 13.05% 9.65% 7.50% 6.75%
1990 12.53% 10.02% 7.50% 6.75%
1991 14.51% 13.36% 7.50% 6.75%
1892 16.97% 15.64% 7.50% 6.75%
1993 15.45% 14.92% 7.50% 6.75%
1994 17.22% 15.42% 7.50% 6.75%
*Priorto January 1, 1987, police and fire participants contributed 5% and other participants contributed
4.25%.

(Continued)
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PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Umt of the State of Alaska)

Notes to Fmanclat Statements
' (0003 omitted)

(10) Contingent Liability

The State is party to litigation involving issues
surrounding the payment of Plan Medicare pre-
miums and Plan cost-of-living adjustments.
While the State has prevailed on summary
judgment regarding most of the issues, the
plaintiffs were granted summary judgment with
respect to their complaint that the appropriate
authority had not made the decisions regarding
discretionary cost-of-living increases granted
forthe period 1990 to 1993. The State believes
that the outcome of this decision will not have a

material impact on the Plan’s financial state-
ments.

(11) Historical Trend Information

Historical trend information for 1985 through
1995 designed to provide information about the
Plan’s progress made in accumulating suffi-
cient assets to pay benefits when due is pre-
sented in the accompanying supplemental
schedules of analysis of funding progress and
revenues by source and expense by type.

Alaska Public Employees' Retirement System — FY 95 CAFR  » 35




Financial Section

Schedule 1
~ STATE OF ALASKA
PU BLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Com'p'cnent Unlt of the State of Alas ka)
Requwed Supplementary_ l_nformatlon
Ana!ysns of Funding Progress
(000s omitted)
Unfunded
{assets in
excess of)
Pension pension
benefit Unfunded benefit
obli- (assets in obligation
gation Net assets excess of) Annual asa
year available Pension Percen- pension covered percentage
ended for Plan benefit tage benefit payroll of covered
June 30 benefits obligation funded obligation (unaudited) payroll
1985 $ 1,295,536 $ 1,446,672 89.6% $ 151,136 $ 830,579 18.2%
1986 1,739,843 1,556,610 111.8 (183,233) 890,092 (20.8)
1987 2,010,196 1,905,001 105.5 (105,195) 891,302 (11.8)
1988 2,123,695 2,246,585 94.5 122,888 908,363 13.5
1989 2,452,962 2,563,268 95.7 110,306 912,834 12.1
1990 2,746,555 2,753,518 99.7 6,963 952,070 g
1991 3,017,541 3,339,145 90.4 321,604 1,027,807 31.3
1992 3,454,104 3,740,882 92.3 286,778 1,083,816 26.5
1993 4,007,907 4,125,761 97.1 117,854 1,135,889 10.4
1994 4,177,013 4,620,182 90.4 443,169 1,061,982 41.7

Analysis of the dollar amounts of net assets available
for Plan benefits, pension benefit cbligation, and
unfunded pension benefit obligation in isolation can
be misleading. Expressing the net assets available
for Plan benefits as a percentage of the pension
benefit obligation provides one indication of the Plan’s
funding status on a going-concern basis. Analysis
of this percentage over time indicates whether the
Plan is becoming financially stronger or weaker,
Generally, the greater this percentage, the stronger
the Plan. Trends in unfunded pension benefit obliga-

tion and annual covered payroll are both affected by
inflation. Expressing the unfunded pension benefit
obligation as a percentage of annual covered payroil
approximately adjusts for the effects of inflation and
aids analysis of the Plan’s progress made in accu-
mulating sufficient assets to pay benefits when due.
Generally, the smaller this percentage, the stronger
the Plan. The changes in assumptions disclosed in
note 5 of the accompanying financial statements
increased the unfunded pension benefit obligation
by $85,827.

See accompanying notes fo required supplementary information.
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Schedute 2
R e STATE OFALASKA o
B Gl _’PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
| (A Component U n |t of the State of Alaska)
_ Reqmred Supplementary Information
Revenues by Source and Expenses by Type
(0005 omltted)
Revenues by source
Unrealized
appreciation
Interest, (depreciation)
dividends in market value
and net including pro-
realized vision for
Year ended Employee Employer gains losses, recov-

June 30 contributions  contributions on sales eries and other Total
1986 $ 42,626 $ 127,727 $ 182,140 $ 159,873 $ 512,366
1987 51,879 103,719 225,792 (27,799) 353,591
1988 66,732 108,767 154,468 {(112,755) 217,212
1989 65,104 78,932 194,653 108,088 448,777
1990 69,720 96,418 233,790 17,469 417,397
1931 76,486 132,402 202,888 (823) 410,953
1992 77,674 149,192 282,673 78,450 587,989
1993 81,889 141,368 397,822 95,463 716,542
1994 82,503 153,285 319,104 (207,011) 347,881
1995 83,683 156,445 356,433 299,586 896,147

Expense by type
Refunds to
Retirement Medical terminated Administrative
benefits benefits employees expenses Total
1986 $ 45,916 $ 9411 $ 9,165 $ 3,567 $ 68,059
1987 57,473 10,256 10,524 4,985 83,238
1988 73,964 11,376 11,409 6,964 103,713
1989 82,389 18,065 11,188 5,868 117,510
1990 85,301 22,142 11,237 5,124 123,804
1991 99,651 23,332 11,965 5,019 139,967
1992 108,360 23,120 11,901 8,045 151,426
1993 114,060 27,879 11,522 9,278 162,739
1994 121,867 36,046 9,584 11,278 178,775

1995 131,634 40,687 12,774 11,257 196,352

Contributions, including contributions for the retirement incentive program, were made in accordance with
actuarially determined contribution requirements.

See accompanying noles to required supplementary information,
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Schedule 3
o S STATE OF ALASKA - :
'PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Umt of the State of Alaska)
Cash Recelpts and Dlsbursements
o (0005 omltted)
Years ended June 30 1995 and 1994
1995 1994
Deposits in State of Alaska short-term investment pools
at beginning of year $ 1610 5,694
Add cash receipts:
Contributions:
Employers 156,665 152,368
Employee 83,853 82,377
Retirement incentive program 80 2,292
Investment income from interest and dividends 230,217 209,105
Other receipts 7.73 32
Total cash receipts 478,556 446,174
Less cash dishursements:
Net investment purchases 254,001 272,306
Benefit payments 168,047 154,304
Refunds 16,479 11,458
Administrative expenses 11,238 9,483
Other 4 2,707
Total cash disbursements 449,769 450,258
Deposits in State of Alaska short-term investment pools
at end of year $ 30,397 1,610

See accompanying notes to required supplementary information.
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Schedule 4
' . STATE OF ALASKA .
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM
(A Component Umt of the State of Alaska)
: Admmlstratlve Expenses' .
| (0003 omltted)
Years ended June 30, 1995 and 1994
Division
of
Retirement Division
and of Totals
Benefits Treasury 1995 1994
Personal services:
Wages $ 818 414 1,232 1,297
Benefits 553 226 779 716
Other 3 1 4 4
Total personal services 1,374 641 2015 2,017
Travel;
Transportation 34 3z €6 79
Per diem 27 16 43 a7
Honorarium - 3 3 3
Total travel 61 51 112 129
Contractual services:
Accounting and auditing 15 949~ 964 14
Management and consulting 183 7,125 7,308 8,124
Legal 73 43 118 73
Medical specialists 51 - 51 40
Data processing 220 4 224 271
Other professional services 49 - 49 49
Communications 95 17 112 103
Transportation 1 1 2 2
Advertising and printing 41 144 185 153
Repairs and maintenance 9 - 9 10
Rentals/leases 13 5 18 10
Other services 12 3 15 15
Total contractual services 762 8,291 9,053 B.864
Equipment 31 17 48 234
Supplies 25 4 29 34
Total administrative
expenses $2,253 9,004 11,257 11,278

“In 1984 this amount was included in management and consulting.

See accompanying notes to required supplementary information.
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- STATE OF ALASKA
PUBLIC EMPLOYEES' RETIREMENT SYSTEM
(A Component Unlt of the State of Alaska)

'Notes to Required '_Supplement'ary'Informati_on

" Years ended June 30, 1995, 1994, 1993, 1992,
1991, 1990, 1989, 1988, 1987,1986 and 1985

All significant accounting policies, benefit provi-
sions and actuarial assumptions are the same
for the required supplementary information and
the financial statements except as follows:

Effective July 1, 1986, the Plan adopted new
actuarial assumptions. Actuarial funding
surpluses are amortized over five years
rather than twenty-five years. The assumed
rate of interest was increased from 8% t0 9%
per year. The salary scale assumption was
lowered o 6.5% per year for the first five
years of employment and 5.5% per year
thereafter, down from 8% and 7%, respec-
tively. Health care cost inflation was in-
creasedto 9% ratherthan 8%. Turnoverand
disability assumptions were revised based
on actual experience in 1981 through 1985.

Effective July 1, 1980, the health care cost
was changed from a flat 9% to the following
graduations:

Year Per annum
1992 12.5%
1993 11.5
1994 10.5
1995 9.5
1996 85
1997 and thereafter 7.5

Turnover, retirement and disability assumptions
were revised based on actual experience in
1986 through 1990. The assumed rate of inter-
est was lowered to 8.75%. The mortality tables
were set forward one year for male members
and set backward four years for female mem-
bers; previously the mortality table had been
setback one and one half years forall members.
The cost of living allowance was increased from
69% to 71% participation.

Effective June 30, 1892, the actuarial value of all
assets equals full marketvalue; previously, fixed
income investments were carried at amortized
cost.
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WILLIAM M.
MERCER

INCORPORATED

March 14, 1995

State of Alaska

Public Employees’ Retirement Board
Department of Administration
Division of Retirement & Benefits
P.O. Box 110203

Juneau, AK 99811-0203

Dear Members of the Board:
Actuarial Certification

The actuarial valuation required for the State of Alaska Public Employees’ Retirement
System has been prepared as of June 30, 1994 by William M. Mercer, Incorporated.
The purposes of the report include:

(1) areview of experience under the Plan for the year ended June 30, 1994;

(2) adetermination of the appropriate contribution rate for each emplover in the
System;

(3) the provisicn of reporting and disclosure information for financial statements,
governmental agencies, and other interested parties.

In preparing this valuation, we have employed generally accepted actuarial methods
and assumptions, in conjunction with employee data provided to us by the System’s
staff and financial information provided by the audited report from KPMG Peat
Marwick, to determine a sound value for the System liability. This data has not been
audited, but it has been reviewed and found to be consistent, both internally and with
prior years' data. The actuarial assumptions are based on the results of experience
studies presented to the Board in October 1991 and October 1994.

The contribution requirements are determined as a percentage of payroll, and reflect
the cost of benefits accruing in FY95 and a 25-year rolling amortization of the
unfunded accrued liability. The amortization pericdis set by the Board. Contribution
levels are recommended by the Actuary and adopted by the Board each year. The
ratio of assets to liabilities decreased from 95.4% to 94.8% during the year. Qverthe
years, progress has been made toward achieving the funding objectives of the
System.

One Union Square Suite 3200
600 University Street
Seattle WA 58101 3137

206 292 7000
A Marsh & McLennan Company
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WILLIAM M.
MERC

INCORPORATED

Public Employees’ Retirement Board
March 14, 1995
Page 2

There were no significant changes in the demographic actuarial assumptions or actuarial
methods used in the determination of system liabilities this year. However, there was a
change in the economic actuarial assumptions and asset valuation methed. The assump-
tions and methods, when applied in combination, fairly represent past and anticipated
future experience of the System.

The total inflation assumption was changed from 5% t0 4% annually. This in turn affected
the economic assumptions, including investment return, salary scale, and health cost
trend. The following table shows the prior and new economic assumptions:

| New Assumption
_________ Co o 6I30/94
Inflation 5.0% 4.0%
Investment Return 8.75% 8.0%
Salary Scale:
Infiation 5.0% 4.0%
Productivity 0.5% 0.5%
Merit {first 5 years) 1.0% 1.0%
Health Cost Trend:
FY95 9.5% 9.5%
FY96 8.5% 8.5%
FY97 7.5% 7.5%
FY98 7.5% 6.5%
FY29 & later 7.5% 5.5%

The method for calculating valuation assets was changed. The new asset valuation
method smooths the difference between expected investment return and actual return
during a given year. The method spreads the results over five years by recognizing 20%
ofthe investment gain orloss in each of the current and preceding four years. By spreading
the asset gain or loss, only the investment return is smoothed, producing a less volatile
result, leading to overall contributions which are easier to budget and at the same time
remain appropriate to properly fund the system.
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WILLIAM M.
MERCER

INCORPORATED

Public Employees’ Retirement Board
March 14, 1995
Page 3

Future contribution requirements may differ from those determined in the valuation
because of:

(1) differences between actual experience and anticipated experience based on the
assumptions;

(2) changes in actuarial assumptions or methods;
(3) changes in statutory provisions; or

(4) differences between the contribution rates determined by the vatuation andthose
adopted by the Board.

The undersigned are members of the American Academy of Actuaries and are fully
qualified to provide actuarial services to the State of Alaska.

We believe that this report conforms with the requirements of the Alaska statutes, and
where applicable, other federal and accounting laws, regulations and rules, as well as
generally accepted actuarial principles and practices.

Sincerely,
P
p / @L .
Brian R. McGee, FSA, MAAA Peter L. Godfrey, FIA, MAAA
Managing Director Principal

BRM/JIWJ/BJH/Is
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Funding Status as of June 30: ' 1993 1994
{a) Valuation Assets™ $ 3,936,776 $4,379,305
{b) Accrued Liability*
i) Non-Medical Benefits 2,963,975 3,377,405
if) Total Benefits (including medical) 4,125,761 4,620,182
{c) Funding Ratio, (a) / (b)
i) Non-Medical Benefits 132.8% 129.7%
ii} Total Benefits (including medical) 95.4% 94.8%
" Inthousands.
Employer Contribution Rates for Fiscal Year: 1996 1997
{a) Consolidated Rate 11.29% 10.36%
(b) Average Past Service Rate 1.563% 1.78%
(c) Average Total Contribution Rate 12.82% 12.14%
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_ PERS Actuarial ?Assumpti_pjns'é_ndé Methods

The demographic assumptions used in this valuation were adopted at the Fall 1991 PERS Board Meeting.
Economic assumptions were adopted as aresult of a presentation to the Board in October 1994. The funding
method used in this valuation was adopted June 30, 1985. The five-year smoothing method used to
determine valuation assets was changed effective June 30, 1994,

Valuation of Liabilities

A. Actuarial Method -Projected Unit Credit {(no change). Liabilities and contributions shown in the report
are computed using the Projected Unit Credit method of funding. The unfunded accrued liability is
amortized over a rolling 25 years. Any funded surpluses are amortized over five years.

The objective under this method is to fund each participant’'s benefits under the plan as they accrue.
Thus, each participant’s total pension projected to retirement with salary scale is broken down into units,
each associated with a year of past or future service. The principle underlying the method is that each
unit is funded in the year for which it is credited. Typically, when the method is introduced there will be
an initial liability for benefits credited for service prior to that date, and to the extent that this liability is
not covered by Assets of the Plan there is an Unfunded Liability to be funded over a chosen peried in
accordance with an amortization schedule.

An Accrued Liability is calculated at the valuation date as the present value of benefits credited with
respect to service to that date.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over the Assets of the
Plan. Thelevel annual payment to be made over a stipulated number of years to amortize the Unfunded
Liability is the Past Service Cost.

The Normal Cost is the present value of those benefits which are expected to be credited with respect
to service during the year beginning on the valuation date.

Under this method, differences between the actual experience and that assumed in the determination
of costs and liabilities will emerge as adjustments in the Unfunded Liability, subject to amortization.

B. Actuarial Assumptions -

1. investment Return 8.00% per year, compounded annually, net of expenses.
2. Salary Scale Inflation - 4.0% per year
Productivity - 0.5% per year

Merit (first 5 years of employment) - 1.0% per year

3. Total Inflation Total inflation as measured by the Consumer Price Index for urban and
clerical workers for Anchorage is assumed to increase 4% annually.

4. Health Cost Trend FY95 - 9.5%
FYge - 8.5%
FYe7 - 7.5%
FYas - 6.5%
FY99 & later - 55%
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5.

10.

11.

12.

13.

14.

Mortality

Turnover

Disability

Retirement Age

Spouse’s Age

Dependent Children

Contribution Refunds

C.O.LA.

New Entrants

Expenses

Valuation of Assets

1984 Unisex Pension Mortality Table, set forward one yearfor male and
police/fire members, and set backward four years for female members.
Deaths are assumed to be occupational 85% of the time for Police/Fire,
35% for “Others”.

Based upon the 1986-90 actual total turnover experience. (See
Table 1).

Incidence rates, based upon the 1986-90 actual experience, in accor-
dance with Table 2. Post-disability mortality in accordance with rates
published by the Pension Benefit Guaranty Corporation to reflect
mortality of those receiving disability benefits under Social Security.
Disabilities are assumed to be occupational 85% of the time for Police/
Fire, 35% for “Others”.

Retirement rates based upon the 1986-90 actual experience in accor-
dance with Table 3.

Wives are assumed to be four years younger than husbands.

Benefits to dependent children have been valued assuming members
who are not single have one dependent child.

100% of those terminating after age 35 with five or more years of service
will leave their contributions in the fund and thereby retain their deferred
vested benefit. All others who terminate are assumed to have their
contributions refunded.

Of those benefit recipients who are eligible for the C.O.L.A., 71% are
assumed to remain in Alaska and receive the C.O.L.A.

Growth projections are made for the active PERS population under
three scenarios:

Pessimistic: 1% per year
Median: 3% per year
Optimistic: 5% per year

Expenses are covered in the investment return assumption.

Effective June 30, 1994, the asset valuation method recognizes 20% of the investment gain or loss in each
of the current and preceding four years. All assets are valued at market value. Assets are accounted for
on an accrued basis and are taken directly from audited financial statements provided by KPMG Peat
Marwick. Valuation assets cannot be outside a range of 80% to 120% of the market value of assets.
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Valuation of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums from the fund. A pre-65 costand lower
post-65 cost (due to Medicare) are assumed such that the total rate for all retirees equals the present
premium rate assumption. These medical premiums are then increased with the health inflation assump-
tion. The actuarial cost method used for funding retirement benefits is also used to fund health benefits.

For FY96, the pre-65 monthly premium is $458.17 and the post-65 premium is $174.54, based on an
assumed total blended premium of $350.50. For FY96, the actual blended premium is $350.50. The FY96
blended premium was provided by the State of Alaska Division of Retirement and Benefits.

Alaska Public Employees’ Retirement System — FY 95 CAFR <+
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Select Rates of Turnover
During the First 10 Years
of Employment

Ultimate Rates of Turnover
After the First 10 Years
of Employment

Police and Fire:

Year of -----—--  Age at Hire
Employment 20-29 30-39

1 22 .18
2 19 13
3 A3 A2
4 a2 12
5 10 .10
6 .08 .08
7 .07 .07
8 .06 .06
9 .05 .05

10 .04 .04

Others:
Year of -—------  Age at Hire
Employment 20-29

1 .30
2 .23
3 .20
4 16
5 16
6 14
7 a2
8 A1
9 .09

10 .08

40+

.10
.10
.10
10
10
.08
.07
.06
.05
.04

30+

.23
.18
4
A3
13
13
A2
1
.09
.08

Age Rate
20-39 .03
40+ .ol
Age Rate
20-29 .065
30-34 .060
35-44 .055
45+ .050

48

<& Alaska Public Employees' Retirement System — FY 95 CAFR




Acluarial Section

. Dasablllty Rates EEEEE
Annual Rates Per 1 000 Employees
Police & Fire “Other” Member
Age Rate Rate
20 .85 14
21 .87 14
22 .80 14
23 .94 A5
24 .98 15
25 1.03 15
26 1.08 15
27 1.13 A5
28 1.19 16
29 1.25 .16
30 1.31 186
31 1.37 A7
32 1.43 A7
33 1.44 .25
34 1.48 34
35 1.55 44
36 1.65 .53
37 1.78 .64
38 1.94 75
39 213 87
40 2.35 .99
41 2.60 1.12
42 2.88 1.25
43 3.19 1.39
44 3.53 1.63
45 3.90 1.68
46 4.30 1.84
47 473 2.00
48 5.19 217
49 5.68 2.34
50 6.20 2.52
51 6.75 270
52 7.33 2.89
53 7.94 3.08
54 8.58 3.29
55 8.25 3.49
56 9.95 3.70
57 10.68 3.92
58 11.44 414
59 12.23 4.37
60 13.05 4.61
61 13.90 4.84
62 14.78 5.09
63 15.69 5.34
64 16.63 5.60
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Alaska Pubilc Employees Retlrement System

Retlrement Hates

Police & Fire “Other” Member
Age Rate Rate
50 .25 1
51 4 .08
52 14 .08
53 15 .08
54 15 .08
55 .30 .19
56 .25 .16
57 .21 13
58 .21 .12
59 .20 B
60 20 A7
61 40 14
62 1.00 21
63 1.00 .22
64 1.00 22
65 1.00 31
66 1.00 61
67 & Up 1.00 1.00

For ages less than 50, employees are assumed to retire two years after the earliest age they are

eligible to retire.
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o Public Empioyees Retlrement System
Schedule of: Actlve Member Valuatlon Data
______ _ _ :Peree’nt_
Valuation S : Annual B Annual . ~Increase
“Date . . | - Number Payroll (000s) - | AveragePay | InAveragePay
Al Others Q o
June 30, 1994 28,883 $1,048,541 $36,303 2.3%
June 30, 1993 28,509 1,011,864 35,493 4.2%
June 30, 1992 28,206 961,054 34,073 2.5%
June 30, 1991 27,307 907,567 33,236 4.6%
June 30, 1990 26,667 846,935 31,760 6%
June 30, 1989 25,630 808,835 31,558 (4.7)%
June 30, 1988 24,349 806,100 33,106 2.4%
June 30, 1987 24,443 790,463 32,339 3.6%
June 30, 1986 25,272 788,555 31,203 4.7%
June 30, 1985 24,776 738,198 29,795 7%
"""" Po'l'l'c';'elFlre |
June 30, 1994 2,481 $128,456 $51,776 2.8%
June 30, 1993 2,463 124,025 50,355 3.2%
June 30, 1992 2,515 122,762 48,812 2.8%
June 30, 1991 2,533 120,240 47,470 9.2%
June 30, 1990 2,419 105,135 43,462 9%
June 30, 1989 2,414 104,000 43,082 (2.0)%
June 30, 1988 2,327 102,265 43,947 1.0%
June 30, 1987 2,319 100,839 43,484 1.5%
June 30, 1986 2,371 101,537 42,825 11.6%
June 30, 1985 2,407 92,381 38,380 1.9%

Alaska Public Employees' Retirement System — FY 35 CAFR
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o | . Added to Rolis 5 j emoved from Rolls|  Rolls- End-of Year | Percent
RS Increase in} - Average
Year B Annual o A_r_:_nu_at o Armual - Annual | Annual
Ended | No* '__A[Iqwa_nce_s* ~No.* | Allowances" ‘No. | Allowances |Allowances| Allowance
AII Others _
June 30, 1984 567 $7,584,088 | 100 | $ 225,631 | 8,843 | $103,603,787 7.6% | $11,716
June 30, 1993 464 5,408,670 93 4,057,669 | 8,376 96,245,330 1.4% 11,491
June 30, 1992 435 8,520,963 | 116 1,323,560 | 8,005 94,894,329 8.2% 11,854
June 30, 1991 876 15,277,842 8 85,072 | 7,686 87,696,926 21.0% 11,410
June 30, 1990 457 5,776,756 94 986,060 | 6,818 72,504,156 7.1% 10,634
June 30, 1989 352 3,651,450 | 212 2,225,364 | 6,455 67,713,460 2.2% 10,490
June 30, 1988 | 1,014 11,532,405 35 361,515 | 6,315 66,287,374 20.3% 10,497
June 30, 1987 | 1,011 14,821,733 31 288,827 | 5,336 55,116,484 35.8% 10,329
June 30, 1986 418 3,718,750 | 110 1,029,270 | 4,356 40,583,578 7.1% 9,317
June 30, 1985 484 7,490,537 | 102 869,652 | 4,050 37,894,098 21.2% 9,357
Police/Fire - - -
June 30, 1994 77 $2,428,767 4 $119,939 800 | $20,486,527 12.7% | $25,608
June 30, 1993 39 982,991 11 212,565 727 18,177,698 4.4% 25,004
June 30, 1992 35 1,202,004 8 195,248 699 17,407,272 6.1% 24,903
June 30, 1991 129 3,408,774 4 95,704 672 16,400,516 25.3% 24,406
June 30, 1990 38 907,997 3 71,784 547 13,087,446 6.8% 23,926
June 30, 1989 128 2,686,748 3 74,724 512 12,251,233 271% 23,928
June 30, 1988 72 1,991,318 - - 387 9,639,209 26.0% 24,908
June 30, 1987 96 3,054,160 82 1,720,032 315 7,647,891 21.1% 24,279
June 30, 1986 36 949,954 2 40,482 301 6,313,763 16.8% 20,976
June 30, 1985 77 1,966,581 1 18,093 267 5,404,291 56.4% 20,241

* Numbers are estimated, and include other internal transfers.
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" Public Employees Retirement System
Summary of Accrued and Unfunded Accrued Llabllltles

| Aggregate _: _ | Assets asa| Unfunded |  Annual UAL as a
: AT Accrued | Valuation | Percentof | Accrued |  Active Percent of
Valuation' : | Liability .| ~Assets Accrued | -Liabilities | Member | Annual Active
. Date - " (000s) . {000s) . Liability | (UAL) (000s) Payroll (000s} | Member. Payroll
All Others |

June 30, 19941)@ | $3,887,194 | $3,684,532 94.8% $202,662 [ $1,048,541 19.3%
June 30, 1993 3,486,322 3,326,627 95.4% 159,695 1,011,864 15.8%
June 30, 19920 3,148,364 | 2,869,772 N.2% 278,592 961,054 29.0%
June 30, 1991@ 2,815,819 | 2,481,018 88.1% 334,801 907,567 36.9%
June 30, 1990 2,331,243 | 2,266,871 97.2% 64,372 846,935 7.6%
June 30, 1989 2,161,247 | 1,980,098 91.6% 181,149 808,835 22.4%
June 30, 1988 1,921,949 | 1,786,648 93.0% 135,301 806,100 16.8%
June 30, 1887 1,621,470 | 1,615,723 99.6% 5,747 790,463 7%
June 30, 1986 1,306,937 | 1,332,956 102.0% - 788,555 -

June 30, 19859% | 1,114,997* 1,046,982* 93.9% 68,015 738,198 9.2%

- Ppl_:cej!-'lre{ _' o

June 30, 1994m@ | $732,988 $694,773 94.8% $38,215 $128,456 29.7%
June 30, 1993 639,439 610,149 95.4% 29,280 124,025 23.6%
June 30, 1992 592,518 540,087 91.2% 52,431 122,762 42.7%
June 30, 1991@ 523,326 461,103 88.1% 62,223 120,240 51.7%
June 30, 1990 422,275 410,615 97.2% 11,660 105,135 11.1%
June 30, 198g@ 402,021 368,325 81.6% 33,696 104,000 32.4%
June 30, 1988 324,634 301,780 93.0% 22,854 102,265 22.3%
June 30, 1987 283,535 282,530 99.6% 1,005 100,839 1.0%
June 30, 1986 249,673 254,643 102.0% - 101,537 -

June 30, 198521 213,967 201,164* 93.9% 12,803 92,381 13.9%

m
(@
(3)

Estimated

Change in Asset Valuation Method.
Change of Assumptions.
Change in Funding Method.

Alaska Public Employees’ Retirement Systern — FY 95 CAFR <

53




Actuarial Section

 PERS:Solvency Test o
R e ~ Portion of Accrued
e R P R - Liabilities Covered
Aggregate Accrued Liability For: " by Assets
Mm@ ) |
Active : Active Members
-~ oo o7 Member | Inactive {Employer- -
Valuation - |Contributions | - Members Financed . | Valuation
Date ' (000s) | - (000s) | Portion) (000s) | Assets (000s) | (1) 2) (3)
June 30, 1894 $615,925 $2,233,349 $1,770,908 $4,379,305 100% | 100% | 86.4%
June 30, 1993 551,753 1,921,967 1,652,041 3,936,776 100% | 100% | 88.6%
June 30, 1992(" 484,590 1,783,020 1,473,272 3,409,859 100% | 100% | 77.5%
June 30, 19319 422,656 1,621,590 1,294,899 2,942,121 100% | 100% | 69.3%
June 30, 1990 380,680 1,285,515 1,087,323 2,677,486 100% | 100% | 93.0%
June 30, 1989@ 329,966 1,217,848 1,015,654 2,348,423 100% | 100% | 78.8%
June 30, 1988 305,483 1,030,048 911,052 2,088,428 100%} 100% } B82.6%
June 30, 1987 218,504 820,853 867,648 1,898,253 100% | 100% | 99.2%
June 30, 1986 210,115 493,724 852,771* 1,587,599 100% | 100% | 100.0%
June 30, 198523 169,433 466,222 693,574" 1,248,146 100% | 100% | 88.3%

*  Estimated

0 Change in Asset Valuation Method.

@ Change of Assumptions.
¥ _Change in Funding Method.

PERS Analysis of Financ_iaI'Experience |

Change in Average Contribution Rate
Due to Gains and Losses in Accrued Liabilities
During the Last Five Fiscal Years Resulting From :
Differences Between Assumed Experience and Actual Experience

Type of Change in Contribution Rate During Fiscal Year
Gain or Loss 94 - 93 92 91 90
(1} Health Experience A1% - - (317% | (1.42)%
(2) Salary Experience (.55)% (-21)% (.56)% .26% (:07)%
(3) Investment Experience 37% (1.41)% {.16)% .48% (.67)%
{4) Demographic Experience .36% 74% 1.58% 2.02% .68%
{5) Miscellaneous - - - - .86%
(6) Gain {or Loss) During Year From
Experience, (1) + (2) + (3) + (4) + (5) .59% (.88)% .B6% ((41)% | (.62)%
Non-recurring ltems
(7) Asset Valuation Method (.56)% - (.88)% - -
(8) Assumption Changes (.71)% - - 55% -
(9) Plan Changes - - - - -
Composite Gain {or Loss} During Year,
(8) + (7) + (8) + (9) (.68)% (.88)% (.02)% 14% (.62)%
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Alaska State Pension Investment Board

(907) 465-4880

Message from the Chairman
TO OUR PARTICIPANTS AND BENEFICIARIES

| am pleased to present you, the participants and beneficiaries of this retirement trust fund, with the 1995
Annual Report of Investments.

Fiscal year 1995 was a challenging, yet successful yearfor the Alaska State Pension Investment Board. The
bond market went from one of its worst to one of its best years during the fiscal year, and thanks to our
dedicated staff working with an adaptable asset allocation plan, we were able to sustain a rate of return that
holds up well against any comparable pension plan.

The Alaska State Pension Investment Board was created as of July 1, 1993. Since that time, we have taken
tremendous strides forward. The strength and knowledge that comes with continuity has enabled us to make
difficult decisions in the ever changing financial world.

| was honored to be reelected in January 1995 to serve four additional years and also selected as Chairman
this year. Mr. William A. Corbus was reappointed as trustee by Governor Tony Knowles, clearly indicating
confidence in Mr. Corbus's abilities and appreciation for his contributions to the Board. The Board was also
very pleased with Governor Knowles' appointment of Wilson L. Condon, Commissioner of Revenue who by
statute serves on the Board.

The Alaska State Pension Investment Board represents close to sixty thousand patticipants and beneficia-
ries of the retirement systems. As fiduciaries of funds worth billions of dollars, the members of the Board
believe that you, the plan participants, should be well informed about the investments of your retirement
system. We encourage you to express your views to your representatives on the Board.

The annual review and adoption of the asset allocation plan continues to be one of the most important
activities of the Board. The asset allocation plan adopted by the Board on March 30, 1995 called for an
investment distribution as follows: 40% in U.S. Equities, 9% inInternational Equities, 48% in Domestic Fixed
Income and 3% in Real Estate. This portfolio structure is on the "efficient frontier,” a phrase that means an
asset mix designed to create the highest expected return from a given level of risk. Investment returns for
the year ending June 30, 1995 were 15.56% for the Public Employees’ fund. These returns were above the
average for public plans, and well above actuarial assumption of what the returns are expected to average
over the long run.

Alaska Public Employees’ Retirement System — FY 85 CAFR %
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Nearly one-half of the fund's assets are fixed income securities invested by the investment staff of the
Department of Revenue. These seasoned professionals are working hard on your behalf. Investment
returns over the past five years have exceeded the returns on the Lehman Brothers Aggregate index and
ranked our fixed income performance inthe top third of public funds. Returns from fixed income investments
for fiscal year 1995 were similar to the index and were in the top third of public funds.

The Board is fortunate to have three Investment Advisory Council members who possess experience and
expertise in financial investments and management of investment portfolios. The Board has just completed
a rigorous review to select two new members to this council. The two individuals just selected bring a
combined total of sixty years of professional hands on investment experience to our deliberative Board
process.

Notice of Board meetings are published in advance and we encourage your attendance so that we may
answer your questions and hear your suggestions. We intend to rotate our meetings throughout the state
in the larger communities.

On behalf of all the Trustees, thank you for giving us the opportunity to serve you.
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ALASKA STATE PENSION INVESTMENT BOARD

Gary M. Bader Gail R. Schubert Dorothy Wells Wilson L. Condon
Chair Vice Chair Secretary Statutory Representative
PERS representative Appointed by the Governor TRS representative

William A. Corbus Ross A. Kinney Merritt C. Olson J. P. “Pat” Wellington
Appointed by the Governor Appointed by the Governor TRS representative PERS Representative
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ORGANIZATION

STAFF

Chief Investment Officer
Robert D. Storer

Commissioner
Wilson L. Condon

Investment Officers
Michael S. Cheung, CFA, Marketable Debt
Jeff Hassler, Real Estate

ASPIB Liaison Officer
Marty Lentz

Comptroller Cash Management
Betty Martin, CPA Vernon B. Voss

Money Managers and Consultants

Consultants and Performance Measurement
Callan Associates, Inc.
Denver, CO
Callan Associates, Inc.
San Francisco, CA

Domestic Equity Large Cap

Ark Asset Management Co., Inc.
New York, NY

1S Advisory Group
Minneapolis, MN

Invesco Capital Management, Inc.
Atlanta, GA

MacKay-Shields Financial Corp.
New York, NY

Newbold's Asset Management, Inc.
Bryn Mawr, PA

Domestic Equity Small Cap
Capital Guardian Trust Co.
Los Angeles, CA
John McStay Investment Counsel
Dallas, TX
The Putnam Companies
Boston, MA
RCM Capital Management
San Francisco, CA

Tactical Asset Allocation
Wells Fargo Nikko Investment Advisors
San Francisco, CA

Domestic Equity Index
State Street Global Asset Management
Boston, MA

Global Equity
Lazard Fréres Asset Management
New York, NY
Miller, Anderson & Sherrerd
West Conshohocken, PA

Internationai Equity - EAFE
J.P. Morgan Investment Managemaent, Inc.
London, England

International Equity - Eurgpe
Citibank Global Asset Management
New York, NY

International Equity - Pacific Basin EX Japan
G.T. Capital Management
San Francisco, CA
Wellington Management Co.
Boston, MA

International Equity - Emerging Markets
Capital Guardian Trust Co.
Los Angeles, CA
J.P. Morgan Investment Management, Inc.
New York, NY

Real Estate Management

AETNA Realty Investors
Hartford, CT

Hancock Realty Investers, Inc.
Boston, MA

Heitman/JMB Advisory Corp.
Chicago, IL

Koll Investment Management
Newport Beach, CA

JP Morgan Investment Management, Inc.
New York, NY

Sentinel Real Estate Corp.
New York, NY

Equitable Real Estate Investment Management
irvine, CA

Domestic Fixed Income
Treasury Investment Officers
Robert Storer Michael Cheung, CFA
John Jenks, CFA Chris Phillips

Investment Advisory Council
Robert A. Haugen
Qrange, CA
James C. George
Portland, OR
Jerrold Mitchell
Wayland, MA

Independent Auditors
KPMG Peat Marwick, LLP
Anchorage, AK

Global Master Custodian
State Street Bank & Trust Co.
Boston, MA

Legal Counsel
Wohlforth, Argetsinger, Johnson & Brecht
Anchorage, AK
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conomy

In fiscal year 1995, the U.S. economy had a gross
domestic product growth rate of 2.8%. The economy
produced a 4.2% average growth rate during the first
half of the year but only mustered a 1.9% growth rate
in the second half.

Most of the second half slow down was caused by a
drastic decline in manufacturing activities as U.S.
companies curtailed their pace of restocking inven-
tories. Initially, inventory accumulated at an annual
rate of $50 billion but subsequently slowed to a rate
of $30 billion. The Commerce Department singled
out the auto sector as the main factor in slowing
down inventory accumulation.

Despite the volatility in economic activity, the under-
lying inflation pressure remained benign. The con-
sumer price index increased 3% during the fiscal
year while the producer price index rose at a moder-
ate rate of 2.2%. Price pressure in the production
pipeline, which was evident early in the year, dissi-
pated. Other indicators also reflected a favorable
inflation picture. Key commodity prices remained
stable, easing inflation pressures. The price of gold
closed the year at $395 per ounce while crude oil
finished at $17 per barrel. Both commodities experi-
enced a mild price decline during the year.

The key contributor to the year's contained inflation
was unit labor cost. Economists have long agreed
that unit labor cost accounts for two thirds of the
manufacturing cost in the United States. During the
last four years the increase in unit labor cost aver-
aged less than 1% compared to an annual rate of
4.1% during the 1980s. This is the outcome of the
restructuring trend that corporate America started in
the late 1980s. U.S. companies have zealously
curtailed their personnel expenses.

Job growth was anemic, generating an average of
only 200,000 new jobs every month in fiscal year
1995, alevel that is substantially below the historical
average for a recovering economy. Simultaneously,
U.S. companies invested heavily in technology dur-
ing the last few years. The latest survey from the
Commerce Department indicated capital expendi-
tures should continue to grow at a healthy pace.

America's productivity has surged with this tech-
nology boom. Despite being five years into the
current economic recovery, productivity increased
3.5% during the fourth quarer of the fiscal year.
America enjoyed a 2.2% annual growth in productiv-
ity during the last five years and has surpassed
Japan and Germany as the most competitive pro-
ducer.

The initial economic strength in fiscal year 1995
allowedthe Federal Reserve Bank to maintain a tight
monetary policy. Federal Reserve officials, conclud-
ing that economic growth would lead to higher infla-
tion, raised short tarm interest rates three times
during the year with the last rate hike in February.
The federal funds rate was increased by 1.75% and
closed out the year at 6%. Interest rate-sensitive
sectors of the economy were hit hard. Final de-
mands for the auto and housing sectors dropped off
significantly in the second half of the year.

The year finished with the Federal Reserve Bank
firmly committed to its long term price stability objec-
tive. The Federal Reserve Bank appears to have
successfully engineered a slow downinthe economy.
More importantly, the economy entered its sixth year
of the expansion without triggering any inflation
pressures.

Alaska Public Employees' Retirement System — FY 95 CAFR & 59




Investment Section

Fiscal year 1995 was the second yearthatthe Alaska
State Pension Investment Board (ASPIB) had fidu-
ciary responsibility for the assets of the Public Em-
ployees’ Retirement System (PERS). The eight
member Board is charged with the duty of ensuring
that the assets of the PERS Fund are managed
effectively.

Annually, the Trustees of ASPIB analyze a wide
array of asset classes, examining expected returns
and risk parameters. This review is necessary to
ensure that the optimal combinations of investments
are balanced with the Fund’s fong term objective of
meeting future liabilities.

ASPIB's determination to maintain long term invest-
ment objectives was never more important than this
pastfiscal year. Many investors reacted defensively
in response to the Federal Reserve Bank raising
short-term interest rates late in the prior fiscal year.
During this period, ASPIB did not waver from its long
term investment strategies.

ASPIiB’s thorough review process, using an inde-
pendent consulting firm and a disciplined investment
approach, earned 15.56% for the Fund in the fiscal
year. Three and five year periods also earned double
digit returns. On an annualized basis the Fund
earned 10.69% for the last three years and 10.16%,
for the last five years.

During the ongoing review process, ASPIB com-
pares the Fund’s investment returns against a rel-
evantuniverse of other public funds. The investment
returns for the Fund continue to be well above
median over all time periods. More importantly,
these returns continue to be in excess of the actuaria!
earning rate needed to meet future liabilities.

Fixed Income

The Public Employees' Retirement System's $2.3
billion of fixed income investments are managed by
staff of the Alaska Department of Revenue, Treasury
Division.

Thefixed income performance was exceptional dur-
ing fiscal year 1895. In spite of the volatile year, the
Fund's fixed income investment performance was
similar to that of the investment benchmark, the
Lehman Brothers Government Corporate Index.

The conservative investment approach, which pro-
tected the Fund’s assets in the difficult market during
fiscal year 1994, still produced excellent results in
fiscal year 1995. The Fund's fixed income invest-
ments produced a return of 12.71% compared to a
return of 12.76% for the investment index.

The year began with the portfolio structured to
reduce the impact of rising interast rates, while
retaining the flexibility to take advantage of market
rallies. Atthe end of the fiscal year the portfolio had
a higher yield than the investment index at 6.41%
compared to 6.35% for the index.

The three and five year returns are excellent both on
an absolute basis and comparedto the index. These
results were produced by a strategy designed for
consistent long term returns with limited risk. The
strategy is based on three key principles:

e First,investingis alongterm undertaking. There-
fore, long term trends, objectives, and risk/re-
turns analysis should guide the process. Short
term opportunities or trends may appear but the
longterm focus must not be lost.

e Second, investment efforts should be focused
where the long term risk return relationship is
most advantageous. Research, based on data
from 1926 to 1994, found that corporate bonds
have produced greater returns with less risk
than government bonds of similar maturity.
PERS'investments are focused onintermediate
corporate and government bonds (5 to 12 year
maturity) because research has shownthat these
bonds have produced superior returns with sig-
nificantly less risk than long term bonds.

o Diversification and risk control are the final keys
tothe PERS investment portfolio. The corporate
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bond investments are restricted to investment
grade bonds. There are no “junk bonds” in the
portfolio. PERS will not purchase more than
10% of any individual issue and no individual
issuer’s debt will comprise more than 5% of the
total portfolic. These and other restrictions pre-
serve the liquidity of the portfolio and provide
excellent diversification.

Thefiscal year began with interest rates rising as the
Federal Reserve Bank continued to tighten mon-
etary policy to guard against a significant increase in
inflation. By the middle of November 1994 the yield
on the United States Treasury ten year note was
above 8%, having started the year at 7%. Inflation
expectations began toc wane as market participants
became convinced the Federal Reserve Bank had
effectively moderated economic growth to a sustain-
able level. Throughthe second half of the fiscal year
the economy continued to slow and inflation expec-
tations continued to moderate.

Events in the international currency markets also
supportedthefixedincome market rally in anindirect
way. Foreign central banks, attempting to raise the
value of the dollar, contributed to the rally by making
large purchases of United States Treasury notes.
The declining value of the dollar alsec made United
States stocks and bonds more attractive to foreign
investors once the dollar's value stabilized. All of
this resulted in one of the strongest fixed income
market ralliesin history. Ofthe 12.71% returnforthe
entire fiscal year, 11.67% came in the second half of
the year.

Several other items contributed to the strong returns
of the portfolio.

e The stable economy indirectly boosted invest-
ment returns,

¢ The moderate economy growth also helped re-
duce the required credit premium on corporate
bonds.

e Theissuance of new corporate bonds continued
at a moderately slow pace.

As aresult, corporate bonds had better performance
than United States Treasury securities with similar

maturities. In fiscal year 1995 the PERS portfolio
continued to enjoy the higher yield of corporate
bonds.

The PERS portfolio had a slightly shorter maturity
and a greater concentration in high grade corporate
bonds than the Lehman Brothers Government Cor-
porate Index. Itisthese two characteristics thatgave
the portfolio its returns which are comparable to the
index.

Equities

The well-diversified investments of the PERS' $2.0
billion domestic equity and $383 million international
equity portfclios are designed to limit risk from a
specific company or economic region. This is
achieved by hiring multiple equity managers who
have a record of accomplishments with specific
types of portfolios and mandates.

Domestic equity managers are contracted by the
Alaska State Pension Investment Board because of
their expertise in managing specific portfolio styles.
These styles include growth and value stocks as well
as large and small capitalization companies.

Multiple managers are employed to reduce risk in a
given style or mandate. Should growth stocks per-
form poorly, for example, another style such as
value stocks or smaller company stocks may well
have greater returns.

The same approach is employed with the interna-
tional equity portfolio. Several external managers
are employed who have regional expertise. This is
exemplified by the Fund’s approachto using manag-
ers for our European and Pacific Basin portfolios
who have demonstrated their skills in these areas.

The domestic and international equity porifolios
earned above average returns for fiscal year 1995.
The domestic equity portfolio returned 22.82% for
the year which compares favorably o the median
active management returns of 22.68%. While quite
favorable, it should be noted that the relevant Stan-
dard & Poor's (S & P) 500 Index returned 26.08%.
Returns for longer time periods show performance
that is comparable to the S & P 500 Index. The
annualized results for three years is 13.78% versus
index returns of 13.18%. Five year annualized
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returnwere 11.74% versus 12.05% forthe S & P 500
Index.

International equities earned 3.40% for the year
ending June 30, 1995. These returns exceeded the
benchmark Morgan Stanley Capital International,
Europe, Australia, and Far East (EAFE) Index by
1.74%. As was the case for domestic equities, the
international equity portfolio had returns that com-
pared favorably to the EAFE Index forionger periods
of time. The annualized rate of return forthree years
is 12.11% versus 12.68% for the benchmark index
and 6.92% versus 4.69% for five years.

Quarterly Highlights
Quarter ending September 30, 1994:

The domestic and international equity market earned
positive returns for the quarter. Domestic equities,
buoyed by rising corporate profits, returned 4.9%.
The best performing sectors were consumer staples
and raw and intermediate materials, with returns of
13.17% and 11.58% respectively. The weakest
sectors were transportation and financials, with re-
turns of negative 6.18% and negative 1.60%

The international equity market earned a return of
0.1%. Japan, the largest component of the EAFE
Index, was the poorest performing market with nega-
tive returns of 5.3%. Markets with the highest return
were Finland, 24.8%, Malaysia, 13.7% and Ireland,
13.0%.

Quarter ending December 31, 1994.

Domestic equities traded in a narrow range for the
quarter and ended with a slightly negative return of
0.01%. Prices of domestic stocks were restrained
by rising interest rates. The Federal Reserve Bank
raised short-term interest rates by 0.75% during this
quarter. Consumer staples continued to be the best
performing sector with returns of 3.562%. The sec-
ond bestsectorwastechnology with a positive 2.9%.
The weakest sectors, much as the preceding quar-
ter, were raw and intermediate materials, negative
7.48% and financials, negative 3.05%.

International equities were hurt by poor performance
in Asia. For the quarter, the international portfolio
had a return of negative 1.0%. The poorest perform-
ing markets were Hong Kong, negative 14.2%, Ma-

laysia, negative 13.3% and Japan, negative 1.3%.
The best performing international equity markets
were Norway, 11.8%, Sweden, 5.0% and the Neth-
erlands, 4.2%.

Quarter ending March 31, 1995:

Domestic equities were the hest performing asset
class for the quarter ending March 31, 1995. As
measured by the § & P 500 Index, the domestic
equity market returned 9.73%. Within this index,
stocks with positive returns outhumbered stocks
with negative returns by a ratio of six to one during
this quarter. Moderate economic growth and the
perception that the Federal Reserve Bank would not
be required to raise shori-term interest rates were
the catalyst for the high returns.

The best performing sectors of the S & P 500 Index
were the fransportation and financial sectors, with
returns of 15.35% and 12.72% respectively. Ulility
and consumer cyclical stocks were the poorest
sectors, but still had returns of 6.89% and 7.66%
respectively.

This quarter's currency fluctuation played a critical
role in the performance of the international portfolio.
International equities performed poorly on a local
currency basis with a negative 7.79% return. Dueto
aweakening United States dollar, however, interna-
tional equity returns as measured by the EAFE
IndexresultedinaU.S. doliar-based return of 1.29%.
In U.S. dollar terms, the best performing interna-
tional equity markets were France, 12.5% and Swit-
zerland, 12.0%. The poorest performing markets
were ltaly, negative 8.3% and Norway, negative
4.1%.

Quarter ending June 30, 1995:

Signs of a slowing economy, and subdued inflation
continued to ease investors' fears of rising short-
term interest rates. This positive environment and
the possibility of the Federal Reserve Bank consid-
ering lower short-term interest rates continued to
propel domestic equities.

For the second quarter in a row, the U.S. stock
market was the best performing asset class return-
ing 9.53% as measured by the S & P 500 Index. The
technology and financial sector continued to lead
with returns of 19.86% and 12.35% respectively.

62

% Alaska Public Employees’ Retirement System — FY 95 CAFR




Investment Section

Energy was the weakest sector with a return of
3.07%.

International equities had positive returns of 0.73%.
These returns were earned despite a weak Japa-
nese market, returning a negative 6.3%. The high-
est returns were posted by Finland, 34.3%, Sweden,
15.6% and Spain, 15.1%.

Real Estate

The Public Employees' Retirement System (PERS)
had $104 million invested during fiscal year 1995 in
real estate investments through commingled funds
administered by nationally recognized investment
managers. The NCREIF Index, a national barom-
eter of commingled fund performance, reflected the
continued improvement in the real estate market
with one-year returns increasing from 4.07% in fiscal
year 1994 to 7.83% in fiscal year 1995.

The returns from real estate equities held by PERS
increasedfrom7.01% in fiscal year 199410 7.89%in
fiscal year 1995. The return for the current year is
also a significant improvement over the portfolio’s
three-year return of 4.65% and five-year negative
return of 2.38%.

While the real estate market enjoyed continued
improvement, different property types and geo-
graphical locations experienced varying degrees of
success. In certain growth markets apartments
performed well, with rental rates climbingto replace-
ment cost levels, which spurred new construction.
But values in many markets have peaked, so the
demand for apartmentinvestments was not as strong
as in recent years.

Improved market fundamentals increased the desir-
ability of industrial properties. As the economy
expanded, vacant space was substantially reduced
by increased demand and a very low rate of specu-

lative construction. Income growth accelerated, and
industrial property values increased. Investment
interest continued as attractive retums were avail-
able in many markets.

Premium retail properties continued to experience
upward price movement. The most desired property
types were the upper-tierregional and super-regional
malls and “power centers” that include merchandis-
ers such as K-Mart, Price/Costco, and Toys-R-Us,
Many investors concluded that malls were over-
priced and many markets had become saturated
with power centers. Institutional investors were ex-
tremely selective in their retail property purchases
because ofthe ever changing retail environment and
the reduced income returns available.

The office market became a prime target for many
investors because of its higher return potential and
improved market fundamentals. Office spaceis the
only remaining major property type selling at prices
significantly below replacement cost. While vacan-
cies are declining, mergers and corporate downsizing
have hindered recovery.

The real estate markets in Seattle and Portland
continued to experience solid growth. Salt Lake
City, Phoenix, and Las Vegas are peaking with
slowerrates of recoverythan projected. Acontinued
rapid market expansion is expected in Chicago,
Crlando, Atlanta, and a sizable portion of North
Carolina, but portions of California and the North-
east are likely to see continued slow or no growth.

Improved market fundamentals and significant capi-
tal flows from private, public, and institutional equity
investors provided the impetus for improvement in
the real estate markets, leading many analysts to
conclude that this asset class is at the midpoint of a
recovery from the greatest real estate debacle since
the depression.
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Year Ended June 30, 1995

(0003 omltted)
o 6!30!94 6/30!94_ : .P_urchases & Maturltles' - 6[30!95 5' 6/30/95. %
- 'Book - 'Market - Reinvested ~Salesand - Book ~ Market . Total. .
“ Value ~ Value . Income . Amortizations Value = Value _Market
Marketable Debt Securities
U.S. Government Debt $ 884,568 $943,017 $385723 $281,665 $ 940,544 $1,047,075 21.80%
Federal Agency Debt 56,611 57,493 62,016 3,712 112,421 115,797 2.4
Corporate Debt 712,381 727,399 635,694 239,681 1,065,267 1,123,412 23.40
Commercial Paper 164,356 164,342 366,916 488,700 42 557 42,558 0.89
Other Dollar Denominated
Securities* 130,082 124,768 79,443 204,211 - - -
Equity Securities
Domestic Equity Pool 1,493,641 1,593,533 395,481 3,369 1,682,607 1,985,645 41.35
International Equity Pool 325,978 360,726 14,907 27,929 318,235 347,704 7.24
Emerging Markets
Equity Pool 35,300 36,247 {681) - 36,184 35,566 0.74
Real Estate
Mortgage Loans,
Nsat of Allowance 5,664 5,664 - 1,761 3,903 3,903 0.08
Real Estate Equity
Investments 157,657 116,089 9,067 24,889 137.5 100,267 2.09
Total Investments $ 3,966,238 4,129,278 1,948,566 1,275,917 4,339,303 4,801,927 100.00%

* Combined with Corporate Debt on 6/30/95.
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Schedule of Investment Results

Annuali_zed

- 1991 1992 | 1993 | 1994 | 1995 ||3 Year|5 Year

Total Fund
PERS 7.21% | 11.60% | 14.25% | 2.71% |15.56% ([10.69%(10.16%
CP! 4.69% | 3.09% | 2.82% | 2.39% | 3.08% || 2.76%| 3.16%

U.S. Common Stock Returns
PERS Domestic Equities 5.87% | 11.10% | 15.66% | 3.69% [22.82% ||13.78%11.74%
S&P 500 7.41% | 13.45% | 13.58% | 1.24% [|26.08% {|13.18%]12.05%

International Stock Returns
PERS International Equities (7.97%) 7.74% 9.41% |24.56% | 3.40% |[12.11%] 6.92%
Morgan Stanley Capital Internt’l EAFE |(11.53%)] (0.64%) | 20.28% |17.00% | 1.66% |[12.68%| 4.69%

Domestic Fixed Income

PERS 10.32% | 15.10% | 15.17% | (1.01%)|12.71% || 8.71%]10.29%
Lehman Brothers
Government/Corporate 10.21% | 14.17% | 13.15% | (1.45%)[12.76% {| 7.93%] 9.61%
Real Estate Equity
PERS (12.57%)[(11.52%) | (0.74%)| 7.01% | 7.89% |} 4.65%[(2.38%)
NCREIF Index (1.24%)| (6.83%)| (3.51%)| 4.07% | 7.83% || 2.68%(0.07%)
CPI = Consumer Price Index
S&P 500 = Standard and Poor's Domestic Equity Stock Index
EAFE = Europe, Australia, and Far East Stock Index
NCREIF = National Council of Real Estate Investment Fiduciaries Index
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Investment Advisors
Callan Associates, Inc.
Investment Advisory Council

Performance Measurement
Callan Associates, Inc.

Real Estate Consuiltants
The Townsend Group

Domestic Equity Managers
Ark Asset Management Co., Inc
Capital Guardian Trust Co.
{DS Advisory Group
invesco MIM, Inc.
John McStay Investment Counsel
MacKay-Shields Financial Corp.
Newbold's Asset Management, Inc.
The Putnam Companies
RCM Capital Management
State Street Giobal Asset Management

Tactical Asset Allocation Managers
Wells Fargo Nikko Investment Advisors

Global Equity Managers
Lazard Freres Asset Management
Miller, Anderson & Sherrerd

International Equity Managers
Citibank Global Asset Management
G.T. Capitat Management

J.P. Morgan Investment Management, Inc.

Wellington Management Co.

Emerging Markets

J.P. Morgan Investment Management, Inc.

Capital Guardian Trust

Total

$ 1513
28,429

93,962

31,692

746,648
190,125
458,664
516,791
615,454
223,596
235,577
453,913
470,555
158,398

606,923

436,915
639,616

224,293
314,315
375,916
290,183

172,239
180,676

$7,481,011
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;::-Z;_ : ._-:-;.; | Nonvested _
ST S Retirees & : Vested _Termlnatlons T
Year - Active: .. Ben_ef_:clarles Termmattons . 'w/Balance . “Total
1985 27,183 4,317 1,525 7,945 40,970
1986 27,643 4,657 1,766 8,155 42,221
1987 26,762 5,651 1,921 3,965 38,299
1988 26,676 6,702 1,898 3,101 38,377
1989 28,044 6,967 2,314 3,365 40,690
1990 29,086 7,365 2,745 3,695 42,891
1991 29,840 8,358 3,015 4,108 45 321
1992 30,721 8,704 3,249 4,380 47,054
1993 30,972 9,103 3,572 4,721 48,368
1994 31,364 9,643 3,771 4,859 49,637
. PUbllC Employees Retlrement System
Act:ve Members Average Age, Servuce, and Sa!ary
S o Average | Average b Aver_age |
‘Year Number Age - Credited Serwce - Annual Salary
1985 27,183 38.65 5.51 $ 30,555
1986 27,643 39.21 5.96 32,200
1987 26,762 39.53 6.32 33,305
1988 26,676 39.67 6.45 34,052
1989 28,044 40.17 6.66 32,550
1990 29,086 40.37 6.82 32,733
1991 29,840 40.68 6.91 34,444
1992 30,721 41.21 7.22 35,280
1993 30,972 41.75 7.62 36,675
1994 31,364 42.18 7.92 37,527
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S - Public Employees__ Be_tf_rernent.&‘rvst_em
""" Schedul_g_ _o_f _Ret:red' Mem'ber_s by Type of Retirant and Option Selected
_______________________ o ~“June 30,1994
" Amountof |Number | _ Type of Retiremen _Option Selg_tgd #
MQﬂi’hlV"""" ot T e :
. Benefit. Retirees i B 28 Opt 1 Opt'. 2 Opt 3 : Opt 4
_ St 0o Others | R
$ 1-$300 1,057 895 150 12 716 159 140 42
301 - 600 2,397 2,162 193 42 1,604 397 268 128
601 - 900 1,753 1,620 114 19 1,087 332 172 162
90t - 1200 1,173 1,071 71 31 749 195 137 92
1201 - 1500 797 723 39 35 512 147 75 63
1501 - 1800 498 454 17 27 208 86 62 52
1801 - 2100 372 345 13 14 202 79 49 42
2101 - 2400 261 244 10 7 141 58 30 32
2401 - 2700 193 182 5 6 107 42 25 19
2701 - 3000 119 109 7 3 52 44 14 9
over 3000 223 215 4 4 105 60 35 23
Totals 8,843 8,020 623 200 | 5573 | 1,589 | 1,007 | 664
Police/Fire
$ 1-$300 12 1 1 - 4 5 2 1
301 - 600 45 33 5 7 28 11 3 3
601 - 900 58 54 3 1 36 10 5 7
901 - 1200 55 46 6 3 35 5 8 7
1201 - 1500 60 44 5 11 36 7 8 9
1501 - 1800 75 56 4 15 39 28 6 2
1801 - 2100 87 76 5 6 42 28 10 7
2101 - 2400 76 68 1 7 28 29 12 7
2401 - 2700 9 88 1 2 40 27 10 14
2701 - 3000 78 75 - 3 30 31 6 11
over 3000 163 152 4 7 61 64 20 18
Totals 800 703 35 62 - 379 245 90 86

Type of Retirement

1 - Normal retirement
2 - Survivor payment
3 - Disability retirement

Option 1 - Whole Life Annuity

Option 2 - 75% Joint and Survivor Annuity
Option 3 - 50% Joint and Survivor Annuity
Option 4 - 66-2/3 % Joint and Surviver Annuity
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SR j Publlc Employees -_ Betlrement System
ISR e Scheduie of Avera_g_e_ Benef‘t Payments
New Hetlrees
SRR T 35- R :@ f_ Years ofCredned Service -
: .__;_0'-.:4._-... 5;—:-9_;;; __10 14 _15__ 19 .20-24 _25 29 . 30+
) Others — —

Period 7/1/89 - 6/30/90:;

Average Monthly Benefit $627 $ 480 $830 | $1,325 |$1,856 |$2,168 |$ 3,352
Number of Active Retirants 46 181 124 66 30 4 6
Period 7/1/90 - 6/30/91:

Average Monthly Benefit $708 $ 561 $928 | $1,379 |$1962 |$2,781 [$3,235
Number of Active Retirants 40 267 282 154 76 42 15
Period 7/1/91 - 6/30/92:

Average Monthly Benefit $ 584 $498 $842 | $1.240 $1941 1$2,350 [$2,758
Number of Active Retirants 19 161 138 71 32 8 6
Period 7/1/92 - 6/30/93;

Average Monthly Benefit* $ 558 $ 449 $ 866 $1,343 $2,029 | $2,534 | $3,223
Number of Active Retirants 23 158 143 83 36 13 8
Period 7/1/93 - 6/30/94;

Average Monthly Benefit* $ 503 $ 449 $ 863 $1,412 $1,886 | $2,710 | $3,131
Number of Active Retirants 17 149 169 136 60 17 19

 Police/Fire.

Period 7/1/89 - 6/30/90:

Average Monthiy Benefit $1,176 $ 490 $805| $1.853 |%$2,387 $- $-
Number of Active Retirants 4 5 8 12 9 - -
Period 7/1/90 - 6/30/91:

Average Monthly Benefit $1,522 $401 [|$1,047| $1,961 %2588 |$3,374 $-
Number of Active Retirants 7 6 18 29 34 2] -
Period 7/1/21 - 6/30/92:

Average Monthly Benefit $1,552 $955 ($1,040] $1,427 |$2,499 |$3,511 $-
Number of Active Retirants 4 3 8 8 11 1 -
Period 7/1/92 - 6/30/93:

Average Monthly Benefit* $1,047 $546 |$1,078 | $1,648 |$2,700 [$3,704 |$3,231
Number of Active Retirants 3 2 7 6 17 3 1
Period 7/1/33 - 6/30/94:

Average Monthly Benefit* $ 417 $748 [$1,054 | $1,532 |$2,748 ($ 3,825 $ -
Number of Active Retirants 1 7 9 13 32 g9 -

*“Average Monthly Benefit” included post-retirement pension adjustments and cost-of-living increases.
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" Public 'Em'p'ioye'es' Retirement System'
. Retiree Average Age and Beneflts
SRR e R B Average | Average' -
- Year. .. | . d#Retirees | Age ~Monthly Benefit -
1985 4,317 63.82 $ 836
1986 4,657 64.05 839
1987 5,651 60.39 925
1988 6,702 62.82 945
1989 6,967 63.28 957
1990 7,365 63.62 968
1991 B,358 63.15 1,038
1992 8,704 63.58 1,075
1993 9,103 63.98 1,047
1994 9,643 64.22 1,072

-~ Fiscal ._'iLumpSum I T R T

Yoor | Service| Disability | Survivor | Death | COLA® | PRPA® | Medical | Total
1986 $33,804 1,068 1,442 312 2,957 6,333 9,411 55,327
1987 42,858 1,355 1,567 365 3,706 7,622 10,256 67,729
1988 57,478 1,992 1,835 319 4,895 7,445 11,376 85,340
1989 63,570 2,259 2,152 404 5,381 8,623 18,065 | 100,454
1990 64,330 2,819 2,461 434 5,394 9,863 22,142 | 107,443
199 76,418 2,837 2,827 417 6,373 10,779 23,332 | 122,983
1992 81,530 3,212 3,165 473 6,685 13,295 23,120 | 131,480
1993 84,676 3,735 3,692 713 6,820 14,424 27,879 | 141,939
1894 90,388 3,895 3,987 681 7,099 15,817 36,046 | 157,913
1895 97,730 4,076 4,520 911 7,597 16,800 40,687 | 172,321

8l
(2

Cost of Living in Alaska
Post Retirement Pension Adjustment
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PUBLIC EMPLOYEES' RETIREMENT SYSTEM
10-YEAR COMPARISON OF VALUATION ASSETS AND ACCRUED LIABILITIES
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PUBLIC EMPLOYEES' RETIREMENT SYSTEM
10-YEAR BREAKDOWN OF REVENUES BY SOURCE
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PUBLIC EMPLOYEES' RETIREMENT SYSTEM
INVESTMENT PORTFOLIO
Year Ended June 30, 1995

Emerging
Markets Equity
Pool 0.74%

International Equity Pool 7.20% Real Estate Equities 2.07%

K L~Loans and Mortgages 0.08%

Domestic Equity Pool
41.08%

United States Government Debt
21.67%

Federa! Agency Debt 2.40%

Corporate Bonds, Notes, and
Short tergfelan;:eStments Commercial Paper Debentures 23.25%
0.88%

PUBLIC EMPLOYEES' RETIREMENT SYSTEM
10-YEAR COMPARISON OF ACTIVES AND RETIREES
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FISCAL YEAR 1995

L PERS PARTICIPATIN_G EMPLOYERS AND CONTRlBUTION RATES

Employer

Akutan, City of
Alaska, State of

Policemen, Firemen

Ali Other Employees
Alaska Gateway School District
Alaska Housing Finance Corporation
Alaska Municipal League
Alaska, University of
Alaska Geophysical Institute, University of
Aleutian Housing Authority
Aleutian Region School District
Aleutians East Borough
Aleutians East Borough Scheol District
Aleutians West Coastal Resource Service Area
Allakaket, City of
Anchorage, Municipality of

Policeman, Firemen

All Other Employees
Anchorage Parking Authority
Anchorage School District
Anchorage Telephone Utility
Annette Island School District
Atka, City of

Barrow, City of

Bartlett Memorial Hospital

Bering Straits Coastal Resource Service Area
Bering Straits Regional Housing Authority
Bering Strait School District

Bethel, City of

Bristol Bay Borough

Bristol Bay Borough School District

Bristol Bay Coastal Resource Service Area
Bristol Bay Housing Authority

Chatham School District

Chugach Regionail School District

Cook Inlet Housing Authority

Copper River Basin Regional Housing Authority
Copper River School District

Cordova, City of

Cordova Community Hospital

Cordova Public Schools

Craig, City of

Craig School District

Contribution Percentage

11.21

16.80
15.17

9.31
10.73
20.00
10.90
10.90
15.06

0.00
10.62
13.41

6.84
10.40

10.90
12.50

7.55
14.68
10.90

9.89
13.70

477
11.06
2.82
10.90
2.89
2.83
12.46
16.20
14,22
0.00

11.23
4.71
19.05
12.41
6.24
12.75
9.68
13.59
5.23
9.49
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___________ FISCAL YEAR 1995
Employer (continued) Contribution Percentage
Delta/Greely School District B8.64
Denali Borough 15.18
Denali Borough School District - 6.93
Dillingham, City of 417
Dillingham City School District 13.54
Elim, City of 9.39
Fairbanks, City of 24.53
Fairbanks Municipal Utility System 24.53
Fairbanks North Star Borough 0.00
Fairbanks North Star Borough School District 11.86
Fort Yukon, City of 0.00
Galena, City of 0.00
Galena City Schools 0.00
Grayling, City of 8.52
Haines Borough 10.96
Haines Borough School District 8.23
Haines, City of 8.29
Homer, City of 8.68
Hoonah, City of 0.00
Hoonah City Schools 33.37
Huslia, City of 10.10
Hydaburg City Schools 10.74
Iditarod Area School District 0.00
Interior Regional Housing Authority 14.68
Juneau Borough School District 12.24
Juneau, City and Borough of 12.50
Kachemak, City of 7.89
Kake City School District 10.90
Kaltag, City of 14.20
Kashunamuit School District 8.55
Kenai, City of 4.77
Kenai Peninsula Borough 12.46
Kenai Peninsula Borough School District 13.81
Ketchikan, City of 23.25
Ketchikan Gateway Borough 11.90
Ketchikan Gateway Borough School District 16.18
King Cove, City of 1.77
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Employer (continued)

Kivalina, City of

Klawock, City of

Klawock City School District

Kodiak, City of

Kodiak island Borough

Kodiak Island Borough School District
Kotzebue, City of

Kayuk, City of

Kuspuk School District

Lake and Peninsula Borough

Lake and Peninsula School District
Lower Kalskag, City of

Lower Kuskokwim School District
Lower Yukon School District

Marshall, City of

Matanuska-Susitna Borough
Matanuska-Susitna Borough School District
Mekoryuk, City of

Nenana, City of

Nenana City Public Schools

Nome, City of

Nome Public Utilities

Nome City Public Schools

Noorvik, City of

North Pacific Fisheries Management Council
North Pole, City of

North Slope Borough

North Slope Borough Schoo! District
Northwest Arctic Borough

Northwest Arctic Borough School District
Nuigsut, City of

Old Harbor, City of

Palmer, City of

Pelican, City of

Pelican Schools

Petersburg, City of

Petersburg General Hospital
Petersburg Public Schools
Pribilof Regional School District

Contribution Percentage

413
18.89
9.25
11.62
11.22
12.15
0.00
18.25
7.95

13.44
6.46
15.18
1.56
6.02

10.90
11.20
11.20
15.18

0.00
0.00
4.05
0.00
0.00
2.06
1.99
5.00
6.60
8.54
6.04
0.00
14.66

17.80

12.32

2.41
13.61
16.54
16.54
16.54

6.59
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K ' FISCAL YEAR 1995

Employer (continued) Contribution Percentage
Quinhagak, City of 10.90
Ruby, City of 0.00
Saint George, City of 37.16
Saint Mary’s, City of 0.02
Saint Mary’s School District 5.05
Saint Paul, City of 1.21
Sand Point, City of 11.91
Saxman, City of 30.96
Selawik City Council 0.00
Seward, City of 9.52
Seward General Hospital 26.85
Shishmaref, City of 9.69
Sitka, City and Borough of 16.68
Sitka Community Hospital 11.05
Sitka Borough School District 14.29
Skagway, City of 0.81
Skagway City School District 26.95
Scldotna, City of 14.53
Southeast Islands School District 12.97
Southeast Regional Resource Center 8.02
Southwest Region Schools 0.98
Special Education Service Agency 4.21
Tanana, City of 0.00
Tanana City School District 9.65
Thorne Bay, City of 4.64
Unalakleet, City of 9.61
Unalaska, City of 3.99
Unalaska City School District 6.69
Valdez, City of 9.59
Valdez City Schools 9.98
Wasilla, City of 11.63
Whittier, City of 2.05
Wrangell, City of 11.25
Wrangel! City Schools 11.97
Yakutat, City and Borough of 8.88
Yakutat City School District : 10.90
Yukon Flats School District 0.00
Yukon-Koyukuk School District 0.00
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Plan Summary

OnJanuary 1, 1961, the Alaska State Legislature established the Public Employees’ Retirement System
(PERS). Chapter 82, 1986 Session Laws of Alaska, created a two-tier retirement system. Members
who were first hired under the PERS before July 1, 1986, are eligible for different benefits than members
hired after June 30, 1986. The Commissioner of the Department of Administration is responsible for
administering the System. The Public Employees' Retirement Board prescribes policies and regula-
tions and performs other activities necessary to carry out the provisions of the System. The Alaska State
Pension Investment Board is responsible for managing and investing PERS funds. The Attorney

General represents the system in legal proceedings.

Employers

Currently there are 153 employers participating in
the PERS, including the State of Alaska and 152
political subdivisions and public organizations.

Members

Membership is mandatory for all permanent full-
time and part-time employees of the State of
Alaska and participating political subdivisions and
public organizations, unless they are specifically
excluded by Alaska Statute or participation agree-
ments. Employees participating in the University
of Alaska's Optional Retirement Plan or other
retirement plans funded by the State are not cov-
ered by the PERS. Elected officials may waive
PERS membership.

Credited Service

Permanent employees who work at least 30 hours
a week earn full-time credit; part-time employees
working between 15 and 30 hours a week earn
partial credit based upon the number of hours
worked. Members receiving PERS occupational
disability benefits continue to earn PERS credit
while disabled.

Members may claim other types of service, includ-
ing military, temporary, Alaska Bureau of Indian
Affairs, and pre-1961 service with the State, former

Territory or U.S. Governmentin Alaska. Members
may also claim certain elected official, peace of-
ficer, correctional officer, and fire fighter service
that was not creditable at the time it was per-
formed. Leave without pay occurring after June
13, 1987, while a member is receiving Workers’
Compensation may be claimed.

Employer Contributions

Individual contribution rates are established for
each employer based upon consolidated and past
service rates.

The consolidated rate is a uniform rate for all
participating employers, which is amortized to
include future service liabilities (less the value of
members’ contributions) for the members’ future
service.

The past service rate is determined separately for
each employer to amortize their unfunded past
service liability with level payments over 25 years.
Funding surpluses are amortized over five years.

Member Contributions

Police and fire members are required to contribute
7.5% of their compensation; all other members
contribute 6.75%. Members' contributions are
deducted from gross wages before federal income

(Continued)

Alaska Public Employees' Retirement System — FY 95 CAFR %

79




Plan Summary

| STATE OF ALASKA o
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

Plan Summary

taxes are withheld. Member contributions are
required for most types of claimed service. Mem-
bers may voluntarily contribute up to an additional
5% of their compensation. Members’ contribu-
tions earn 4.5% interest, compounded semiannu-
ally on June 30 and December 31.

Terminated members may receive refunds of their
member contribution accounts, which includes
their mandatory and voluntary contributions, in-
debtedness payments, and interest earned. Ter-
minated members’ accounts may be attached to
satisfy claims under Alaska Statute 09.38.065,
federal income tax levies and valid qualified do-
mestic relations orders.

Refunded accounts and the corresponding PERS
service may be reinstated upon reemployment in
the PERS. Accounts attached to satisfy claims
under Alaska Statute 09.38.065 or federal tax levy
may be reinstated atany time. Interestaccrueson
refunds until they are paid in full or the member
retires,

Retirement Benefit

The normal benefit is calculated by multiplying the
member's average monthly compensation {(AMC)
times total PERS service times the appropriate
percentage multiplier. The AMC is determined by
averaging the salaries earned during the three
highest, consecutive payroll years. The PERS
pays a minimum benefit of $25.00 per month for
eachyear of service when the calculated benefit is
less.

The percentage multipliers for all other members
are 2% forthefirstten years, 2.25% forthe nextten
years, and 2.5% for all remaining service earned
onorafter July 1, 1986 (all service before that date

is calculated at 2%). The multipliers for police and
fire members are 2% for the first ten years and
2.5% for all service over 10 years.

Members are vested with five years of PERS
service and are eligible for normal retirement at
age 60 and early retirement at age 55. Members
hired before July 1, 1986, are eligible for normal
retirement at age 55 and early retirement at age
50. Under the conditional service provision, mem-
bers may retire with less service when they reach
retirement age and accumulate the required ser-
vice. Members may also retire at any age with 20
years of police and fire service or 30 years of all
other service.

Members may choose between the normal, early,
joint and survivor (50%, 66-2/3% or 75%), and
level income options. Actuarial adjustments to
benefits are required under all options, except for
normal retirement.

Retirement benefits will be actuarially reduced
when there is an indebtedness remaining at retire-
ment. However, PERS service used to satisfy the
minimum service requirements for retirement must
be paid in full.

Reemployment of Retired Member

Retirement benefits are suspended while retired
membhbers are reemployed under the PERS. Dur-
ing reemployment, members earn additional PERS
service and contributions are withheld from their
wages.

Members who retire under the Retirement incen-
tive Programs (RIPs) who return to employment
under the PERS, Teachers’ Retirement System
(TRS), or the University of Alaska’s Optional Re-
tirement Plan will:

{Continued)

80

%  Alaska Public Employees' Retirement System — FY 95 CAFR




Plan Summary

o STATE OF ALASKA . -
PUBLIC EMPLOYEES’ RETIREMENT SYSTEM

Plan Summary

a. Forfeitthethree years ofincentive cred-
its that they received.

b. Owe the PERS 110% of the benefits
that they received under the RIP, in-
cluding any costs for health insurance,
and excluding amounts that they paid
to participate.

c. Be charged 7% interest on amounts
owed from the date of reemployment
until the indebtedness is paid in full or
they retire again. Any balance remain-
ing at retirement will result in an actu-
arial reduction to the member’s future
benefits.

Disability Benefit

PERS disability benefits are paid until the member
dies, recovers or becomes eligible for normal
retirement. When eligible for normal retirement,
disability benefits terminate and the member is
appointed to normal retirement.

Occupational Disability. There are no age or
service requirements to be eligible for occupa-
tional disability. Monthly benefits equal 40% ofthe
member's gross monthly compensation on the
date of disability. Members on occupational dis-
ability continue to earn PERS service until their
normal retirement date.

Nonoccupational Disability. Members must be
vested to be eligible for nonoccupational disability
benefits. Monthly benefits are calculated on the
member's average monthly compensation and
PERS service at the time of termination due to
disability. Members on nonoccupational disability
do not continue to earn PERS service.

Death Benefit

Occupational Death. When an active memberdies
from occupational causes, a monthly survivor's
pension may be paid to the spouse. The pension
equals 40% of the member’s gross monthly com-
pensation on the date of death or disability, if
earlier. If there is no spouse, the pension may be
paid to the member's dependent children. On the
member's normal retirement date, the benefit con-
verts to a normal retirement benefit.

Nonoccupational Death. When a vested member
dies from nonoccupational causes, the surviving
spouse may elect to receive a monthly 50% joint
and survivor benefit or a lump sum benefit. The
monthly benefit is calculated on the member's
average monthly compensation and PERS service
at the time of termination or death.

Upon the death of the member who has less than
one year of service, the designated heneficiary
receives the member’'s contribution account, which
includes mandatory and voluntary contributions,
indebtedness payments, and interest earned. The
beneficiary also receives an additional $1,000,
pius $100 for each year of PERS service, if the
member has more than one year of PERS service.

Death After Retirement. When a retired member
dies, the designated beneficiary receives the
member’'s contribution account, less any benefits
already paid. If the member selected a survivor
option at retirement, the eligible spouse receives a
continuing, lifetime monthly benefit.

Post Retirement Pension Adjustment

Post retirement pension adjustments (PRPAs) are
granted annualily to eligible benefit recipients when
the Consumer Price Index (CPI) increases during

{Continued)
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the preceding calendar year. PRPAs are caicu- Alaska Cost of Li‘”ng Allowance
lated by multiplying the recipient’s base benefit,

including past PRPAs, times: Eligible benefit recipients who reside in Alaska

. . ) receive the Alaska cost of living allowance (COLA),
a. 75%ofthe CPlincreaseinthepreced- hichis equal to 10% of their base benefits or $50,

ing calendar year or 9%, whicheveris  ywhichever is more. The following benefit recipi-
less, ifthe recipientis atleastage 650r  gntg are efigible:

on PERS disability, or
a. Members who were first hired under

50% of the CPl increase in the preced-
ing caiendar year or 6%, whichever is
less, if the recipient is at least age 60,
or under age 60 if the recipient has
been receiving benefits for at least five
years.

the PERS before July 1, 1986, and
their survivors;

Members who were first hired under
the PERS after June 30, 1986, and
their survivors if they are at least age

65; and

c. All disabled members.
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Robert Salo, Vice Chair
Term Expires: 1/31/98

Marjorie Fowler
Term Expires: 1/31/36

Stephanie Winsor
Term Expires: 6/30/96

Dorothy Wells, Chair
Term Expires: 6/30/96

Elizabeth Briggs Hertz
Term Expires: 1/31/97
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Financial Section

Peat Marwick LLP

601 West Fifth Avenue
Suite 700
Anchorage, AK 99501-2258

Independent Auditors’ Report

Division of Retirement and Benefits and
Members of the Alaska Teachers’ Retirement Board
State of Alaska Teachers’ Retirement System:

We have audited the accompanying statements of net assets available for pian benefits of the State
of Alaska Teachers' Retirement System (Plan), A Component Unit of the State of Alaska, as of June
30, 1995 and 1994, and the related statements of changes in net assets available for plan benefits
for the years then ended. These financial statements are the responsibility of the Plan’s
management. QOur responsibility is to express an opinion on these financial statements based on
our audits.

We conducted our audits in accordance with generally accepted auditing standards. Those
standards require that we plan and perform the audit to obtain reasconahle assurance about whether
the financial statements are free of material misstatement. An audit includes examining, on a test
basis, evidence supporting the amounts and disclosures in the financial statements. An audit also
includes assessing the accounting principles used and significant estimates made by management,
as well as evaluating the overall financial statement presentation. We believe that our audits provide
a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the
net assets available for plan benefits of the State of Alaska Teachers' Retirement System, A
Component Unit of the State of Alaska, as of June 30, 1995 and 1994, and the changes in net assets
available for plan benefits forthe years then ended in conformity with generally accepted accounting
principles.

Our audits were made for the purpose of forming an opinion on the basic financial statements taken
as a whole. The supplementary information included in Schedules 1 through 4 is presented for
purposes of additional analysis and is not a required part of the basic financial statements. Such
information has been subjected to the auditing procedures applied in the audits of the basic financial
statements and, in our opinion, is fairly stated in all material respects in relation to the basic financial
statements taken as a whole.

September 13, 1995 ,Z/m& ;&.M:— MM (,,_;/c_/u C,C,f’

Member Firm of
Klynvald Peat Marwick Goesdeler
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STATE OF ALASKA

(0005 omltted)

TEACHERS’ RETIREMENT SYSTEM
(A Component Umt of the State of Alaska)

June 30, 1995 and 1994

Statements of Net Assets Avallable for Plan Benef:ts_ .

Assets:

Investments, at market value:
United States Government debt
Federal agency debt
Corporate bonds, notes and debentures
Commercial paper
Domestic equity pool
International equity pool
Emerging markets equity pool
Real estate equities

Total investments

Loans and mortgages, at market value, net of allowance
for loan losses of $1,971 in 1995 and $3,401 in 1994

Receivables:
Contributions
Accrued interest and dividends
Due from State of Alaska General Fund
Other accounts receivable
Total receivables

Deposits in State of Alaska short-term investment pools
Total assets

Liabilities:
Accrued expenses
Due to State of Alaska General Fund
Commerce settlement liability
Total liabilities

Net assets available for plan benefits

See accompanying notes to financial statements.

1985 1994
$ 539,386 487,181
49,016 22,856
599,757 516,908
19,915 69,617
1,151,269 923,925
201,598 209,148
20,856 21,255
59,357 69,397
2,641,154 2,320,287
2,649 3.733
9,318 8,732
23,431 21,553
- 193
- 28
32,749 30,506
18,926 449
2695478 2,354,975
3,485 3,195
3,360 -
182 61
7.027 3,256
$2,688,451 2,351,719
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 TEACHERS’ RETIREMENT SYSTEM
(A Component Umt of the State of Alaska)

i .{f - | . sTAE OF ALASKA

(0003 omltted)

Years ended June 30 1995 and 1994

1995 1994
Additions:
Investment income:
Net unrealized appreciation {depreciation} in
market value of investments:
investments measured by quoted market values
in an active market $ 166,338 (119,223)
Investments measured by net realizable value as
determined by management cor other methods 2,449 (170)
Net unrealized appreciation (depreciation)
in market value of investments 168,787 (119,393)
interest 87,895 83,956
Dividends 39,381 34,270
Net realized gains on sales 72,620 64,314
Total investment income before
recoveries on loans and mortgages 368,683 63,147
Net mortgage loan recoveries 526 114
Net investment income 369,209 63,261
Contributions:
Employers 60,018 60,490
Employees 47 477 47,904
Total contributions 107,495 108,394
Other (8) (30)
Total additions 476,698 171.625
Deductions:
Benefits paid:
Retirement 111,498 100,767
Medical 18.264 15,725
Total benefits paid 129,762 116,492
Refunds to terminated employees 2,819 2,258
Administrative expenses 7,385 7.659
Total deductions 139,966 126,409
Net increase 336,732 45,216
Net assets available for plan benefits at beginning of year 2,351,719 2.306.503
Net assets available for plan benefits at end of year $2,688,451 2,351,719

See accompanying notes lo financial statements.
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{1) Description

The following brief description of the State of
Alaska Teachers’ Retirement System (Plan), A
Component Unit of the State of Alaska, is pro-
vided for general information purposes only.
Participants should refer to the Plan agreement
for more complete information.

General

The Planis the administrator of a defined benefit,
cost-sharing, multiple-employer public employee
retirement system established and administered
by the State of Alaska (State) to provide pension
benefits for teachers and other eligible partici-
pants. Benefit and contribution provisions are
established by State law and may be amended
only by the State Legislature. The Planis consid-
ered a component unit of the State financial
reporting entity and is included in the State’s
financial reports as a pension trust fund.

At June 30, 1995, the number of participating
local government employers was:

School districts 54
Other 7
_61

Total employers

Inclusion in the Plan is a condition of employ-
ment for permanent school district, University of
Alaska and State Department of Education em-
ployees who meet the eligibility requirements for
participation in the Plan. At June 30, 1994, Plan
membership consisted of:

Retirees and beneficiaries
currently receiving benefits
and terminated employees

entitled to future benefits 5.064
Current employees:

Vested 5,562

Nonvested 3.927

9,489

14,553

Pension Benefits

Vested employees hired priorto July 1, 1990 are
entitled to pension benefits beginning at normal
retirementage, fifty-five, or early retirement age,
fifty. For employees hired after June 30, 1990,
the normal and early retirement ages are sixty
and fifty-five, respectively. Employees may also
retire at any age and receive a normal benefit
when they accumulate the required credited
service.

The normal annual pension benefit is based on
years of service and the average base salary.
The average base salary is based upon the
employee’s three highest years salaries.

{Continued)}
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The benefit related to all years of credited ser-
vice prior to July 1, 1990 and for years of service
through a total of twenty years is equal to 2% of
the employee’s average base salary. The ben-
efit for each year over twenty years of service
subsequent to June 30, 1990 is equal to 2-1/2%
of the employee’s base salary.

Minimum benefits for employees eligible for
retirement are $25 per month for each year of
credited service.

Married members must receive their benefits in
the form of a joint and survivor annuity unless
their spouses consent to another form of benefit,
another person is eligible for benefits under a
qualified domestic relations order orbenefits are
payable under the 1% supplemental contribu-
tions provision.

When pension benefits begin, major medical
benefits are provided without cost to (1) all
employees first hired before July 1, 1990 and (2)
employees who are disabled or age sixty-five or
older, regardless of their initial hire dates. Em-
ployees first hired after June 30, 1990 may
receive major medical benefits prior to age
sixty-five by paying premiums.

Death Benefits

When benefits are payable underthe 1% supple-
mental contribution provision, the employee’s
spouse is eligible for a spouse pensionif there is/
are no dependent child(ren). If there is/are
dependent child(ren), a survivor's allowance may
be payable to the employee’s spouse, or guard-
ian of the dependent child(ren). The amount of
the pension or allowance is determined by the
employee’s base salary. Employees first hired

after June 30, 1982 are not eligible to participate
in this provision.

If an active employee dies from occupational
causes, the spouse may receive a monthly pen-
sion from the Plan. When death is due to
occupational causes and there is no surviving
spouse, the employee’s dependent child(ren)
may receive a monthly pension until they are no
longer dependents. The amount of the occupa-
tional death pension changes on the date the
employee’s normal retirement would have oc-
curred if the employee had lived. The new
benefit is based on the employee’s average
base salary at the time of death and the credited
service that would have accrued had the em-
ployee lived and continued to work until normati
retirement. If benefits are payable underthe 1%
supplemental contribution provision, benefits
are not payable under this provision. Ifthe death
was from nonoccupational causes, and the em-
ployee was vested, the spouse may receive a
monthly survivor benefit based on a 50% joint
and survivor option. If the employee is not
married or vested, a lump sum death benefit is
payable to the named beneficiary(s).

Disability Benefits

If an employee has been in membership service
for five or more years for which contributions
have been made, is not eligible for normal retire-
ment benefits and becomes permanently dis-
abled, the employee is entitled to a monthly
benefit. The annual disability benefit is equal to
50% of the base salary at time of the disability
plus an additional 10% of his/her base salary for
each dependent child up to a maximum of four
children. At normal retirement age, a disabled
employee receives normal retirement benefits.

{Continued)
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~ STATEOF ALASKA
TEACHERS’ RETIREMENT SYSTEM
(A Component Unlt ot the State of Ataska)

Notes to Fmanclal Statements
| (0009 omitted)

(2)

Effect of Plan Termination

Should the Plan terminate at some future time,
its net assets generally will not be available on a
pro rata basis to provide participants’ benefits.
Whether a particular participant’s accumulated
Plan benefits will be paid depends on the priority
of those benefits at that time. Some benefits
may be fully or partially provided for by the then
existing assets while other benefits may not be
provided for at all.

Summary of Significant Accounting Policies
Basis of Accounting

The Plan’s financial statements are prepared
using the accrual basis of accounting.

Valuation of Investments

Security transactions and any resulting gains or
losses are accounted for on a trade date {(owner-
ship) basis.

Investments, other than real estate equities and
loans and mortgages, are carried at market
value to reflect their asset values. Market value
is determined at the end of each month by the
custodial agent. The agent’s determination of
market values involves, among other things,
using pricing services or prices quoted by inde-
pendent brokers.

Real estate equities are stated at estimated
market value as determined by the independent
management of theinvestmentaccounts. These
investments do not have a readily available
market and generally represent long-term in-
vestments.

At June 30, 1995, loans and morigages are
stated at estimated market value as determined
by management.

Historically, management of the loans and mort-
gages portfolio has provided an estimated aliow-
ance for loan losses to provide for potential
credit losses. Factors considered by manage-
mentin developingthe allowanceforloanlosses
include delinquency levels, historical charge-offs
and the aging of the portfolio.

Loans and mortgages include approximately
$1,327 and $1,753 for 1995 and 1994, respec-
tively, of other real estate owned. Other real
estate owned represents properties on which
the Plan has foreclosed and is holding with the
intent to resell.

Contributions Receivable

Contributions from employees and employers
for service through June 30 are accrued. These
contributions are considered fully collectible and,
accordingly, no allowance for uncollectible re-
ceivablesis reflected in the financial statements.

Reclassifications

Certain amounts have been reclassified to con-
farm with the current year presentation.

(3) Investments and Deposits

To provide an indication of the level of credit risk
assumed by the Plan at June 30, 1995, the
Plan’s investments are categorized as follows:

(Continued)
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_ STATE OF ALASKA

e TEACHERS’ RETIREMENT SYSTEM
s (A Component Umt of the State of Alaska)

S T Notesto Fmanmal Statements
e I (OOOSomltted)

Investments Category 3 - Uninsured and unregistered invest-

ments for which the securities are held by the
Category 1 - Insured or registered for which counterparty or by its trust department or agent but
the securities are held by the State or its not in the Plan’s name:

custodian in the Plan’s name.

Category 2 - Uninsured and unregistered in-
vestments for which the securities are held by
the counterparty’s trustdepartmentoragentin
the Plan’s hame.

Market
value
and
Cateqory carrying
1 2 3 value
Investments categorized:
United States Government debt $ 539,386 - - 539,386
Federal agency debt 49,016 - - 49,016
Corporate bonds, notes and debentures 599,757 - - 599,757
Commercial paper 19.915 - _ - 19.915
Total investments categorized 1,208.074 - - 1,208,074
Investments which cannot be categorized as they
are an undivided interest in a State of Alaska
investment pool:
Domestic equity pool 1,151,269
International equity pool 201,598
Emerging markets equity pool 20,856
1,373,723
Other investments which cannot be categorized -
real estate equities 59,357
Total investments not categorized 1,433,080
Total investments $2,641,154
{Continued)
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Although pooled investments represent the
Plan’s share of ownership inthe pool,ratherthan
ownership of specific securities, all of the under-
lying securities in the pool in which the Plan
participates are considered to be Category 1
and are held by the custodian in the State’s
name.

Deposits

Deposits in the State of Alaska short-term in-
vestment pools, $18,926 at June 30,1995, can-

not be categorized as the Plan has an undivided
interest in these pools. The assets of the
short-term investment pools consist of cash and
repurchase agreements. All assets of the
shont-term investment pools are insured or
collateralized with securities held by the State or
its custodian in the State’s name.

During 1995 and 1994, the Plan’s investments
(including investments bought, sold, as well as
held during the year} appreciated (depreciated)
in value as follows:

1995 1994
Investments whose fair values have been
measured by quoted prices in an active market:
United States Government debt $ 24,308 (51,720)
Federal agency debt 810 (1,637)
Corporate bonds, notes and debentures 27,321 (50,638)
Commercial paper 23 (28)
Domestic equity pool 117,783 (32,969)
International equity pool (3,061) 17,285
Emerging markets equity pool (846) 484
Investments whose fair values have been
measured by management estimates or
other methods:
Real estate equities 2,449 (170)
Loans and mortgages 526 114
$169,313 (119,279)
{(Continued)
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The cost, marketand carrying values of the Plan’s investments at June 30, 1995 and 1994 are as follows:

1995:

1994:

United States Government debt

Federal agency debt

Corporate bonds, notes and
debentures

Commercial paper

Domestic equity pool

International equity pool

Emerging markets equity pool

Real estate equities

Loans and mertgages, net of
allowance for loan losses
of $1,971

United States Government debt

Federal agency debt

Corporate bonds, notes and
debentures

Commercial paper

Domestic equity pool

International equity pocl

Emergency markets equity pool

Rea! estate equities

Loans and mortgages, net of
allowance for loan losses
of $3,401

Carrying
Cost Market value
$ 478,527 539,386 539,386
47,742 49,016 49,016
568,223 599,757 599,757
19,915 19,915 19,915
968,759 1,151,268 1,151,269
184,384 201,598 201,598
21,147 20,856 20,856
81,013 59,357 59,357
2,649 2,649 2,649
$2,372,359 2,643,803 2,643,803
$ 450,631 487,181
22,392 22,856 22,856
512,695 516,908 516,908
69,640 69,617 69,617
859,198 923,925 923,925
188,873 209,148 209,148
20,771 21,255 21,255
93,501 69,397 69,397
3,733 3,733 3,733
$2,221,434 2,324,020 2,324,020
(Continued)
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. STATE OF ALASKA
TEACHERS’ RETIREMENT SYSTEM

(A Component Unlt of the State of Ataska)

Notes to Fmanc:al Statements
~ (000s omltted)

The Alaska State Pension Investment Board has
statutory oversight of the Plan’s investments
and the authority to invest the Plan’s monies.
Prior to July 1, 1993, the Commissioner of Rev-
enue had the statutory authority to invest the
monies of the Plan. Actual investing is per-
formed by the investment officersof the Division
of Treasury of the Department of Revenue.
Alaska Statute provides for the investment in
United States treasury or agency securities;
corporate debt securities; preferred and com-
mon stock; commercial paper; securities of for-
eign governments, agencies and corporations,
foreign time deposits; gold bullion; futures con-
tracts for the purpose of hedging; real estate
investment trusts; deposits within Alaska sav-
ings and loans and mutual savings banks; de-
posits with state and national banks in Alaska,;
guaranteed loans; notes collateralized by mort-
gages; certificates of deposit and banker's ac-
ceptances.

4)

Pooled Investments
Short-Term Investment Pools

The Plan, along with other State funds, partici-
pates intwo internally managed short-term fixed
income pools. Participants in the qualified
short-term fixed income pool are qualified retire-
ment plans whereas participants in the
nonqualified fixed income pool are retirement
funds as well as other State funds. Each partici-
pant owns shares in the pools, the number of
which fluctuates daily with contributions, with-
drawals and income. A share price of $1 is
maintained, giving each participant one share
for every dollar invested in the short-term fixed
income pools. The assets ofthe short-termfixed
income pools, comprised of commercial paper,
corporate bonds, U.S. Treasuries, U.S. Govern-
ment sponsored securities, repurchase agree-
ments and cash, are reported as deposits in
State of Alaska short-term investment pocls on
the statements of net assets and are presented
at market. At June 30, 1995 and 1994, the
Fund's investment in the short-term fixed in-
come pools is comprised of the following:

1995 1994
Market Market
Ownership value Ownership value
percentage of shares percentage of shares
Nonqualified 1.13% $ 9,203 -% -
Qualified 25.51% 9,723 14.62% 449
Total short-term
fixed income pools $ 18,926 449
(Continued)
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STATE OF ALASKA B
TEACHERS’ RETIREMENT SYSTEM
(A Component Umt of the State of Alaska)

Notes to Fmanclal Statements

Domestic Equity Pool

The investment activity of all domestic market-
able securities was consolidated with the do-
mestic marketable securities of three other State
retirement funds to form a domestic equity pool.
The activity and the June 30, 1995 and 19384
balances of this domestic equity pool are ac-
counted for on a unit-accounting basis. All
income and realized and unrealized gains and
losses are allocated monthly to each participant
on a pro rata ownership basis. At.June 30, 1895
and 1994, the Plan’s investment in the domestic
equity pool is comprised of the following:

1995 1994
Marketable securities,
at market $1, 025,903 875,185
Interest and dividends
receivable 3,004 3,310
Cash and
cash equivalents 122,362 45430
$1,151,269 923,925

International Equity Pool

The Plan, along with three other State retirement
systems, has formed an international equity pool
comprised of investments in various types of
international equity securities. The majority of
the international equity pool is comprised of
common stock with available cash balances
invested in short-term debt instruments. Al
accrued income, realized gains and losses, and
income received are allocated monthly to the
four participating funds on a pro rata ownership
basis.

(5)

The international equity pool at June 30, 1995
and 1994 is comprised of the following:

1995 1994

Marketable securities,

at market $193,566 199,682
Interest and dividends

receivable - 665
Cash and cash

equivalents 8.032 _ 8,801

$ 201,598 209,148

Emerging Markets Equity Pool

The Plan, along with another State retirement
system, has formed an emerging markets equity
pool, with each retirement system owning shares
of the pool. The pool participates in two exter-
nally managed commingled investment funds.
The commingied funds, comprised of various
institutional investors, invest in the equity mar-
kets of developing countries. All accrued in-
come, realized gains and losses and income
received are allocated monthly to the four par-
ticipating funds on a pro rate ownership basis. At
June 30, 1995 and 1994, the Plan’s ownership in
the poolwas $20,856 and $21,255, respectively.

Funding Status and Progress

The amount shown below as “pension benefit
obligation,” which is the actuarial present value
of credited projected benefits, is a standardized
disclosure measure of the present value of pen-
sion benefits, adjusted for the effects of pro-
jected salary increases, estimatedtobe payable

{Continued)
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in the future as a result of employee service to
date. This measure is intended to help users
assess the Plan’s funding status on a
going-concern basis, assess progress made in
accumulating sufficient assets to pay benefits
whendue, and make comparisons among plans.
The measure is independent of the actuarial
funding method used to determine contributions
to the Plan, discussed in note 7 below.

The pension benefit obligation is determined by
William M. Mercer, Incorporated and is the
amount that results from applying actuarial as-
sumptions to adjust the accumulated benefits to
reflect the time value of money (through dis-
counts for interest) and the probability of pay-
ment (by means of decrements such as for
death, disability, withdrawal, or retirement) be-
tween the valuation date and the expected date
of payment. The significant actuarial assump-
tions used in the valuations as of June 30, 1994
are as follows:

a. Actuarial cost method - projected unit credit,
unfunded accrued benefit liability amortized
over a rolling twenty-five years, tunding sur-
plus amortized over five years.

b. Mortality basis - 1984 Unisex Pension Mor-
tality Table set forward one year for male
members and set backward four years for
female members.

c. Retirement age - retirement rates based on
the 1986-1990 actual experience.

d. Costof living allowance {domicile in Alaska)
- 66% of those receiving benefits will be
eligible to receive the cost of living allow-
ance.

a. Contribution refunds - 100% of those em-
ployees terminating after age thirty-five who
are vested will leave their contributions in
the fund and thereby retain their deferred
vested benefit. All others who terminate are
assumed to have their contributions refunded.

f. Turnover and disability assumptions are
based upon the 1986-1990 actual experi-
ence of the Plan.

The foregoing actuarial assumptions are based
on the presumption that the Plan will continue.,
Were the Plan to terminate, different actuarial
assumptions and other factors might be appli-
cable in determining the actuarial present value
of accumulated benefits.

Changes in Actuarial Assumptions

There were no significant changes in the demo-
graphic actuarial assumptions oractuarial meth-
ods used in the determination of Plan liabilities
this year. However, there was a change in the
economic actuarial assumptions and assetvalu-
ation method. The assumptions and methods,
when applied in combination, fairly represent
past and anticipated future experience of the
Plan.

Thetotal inflation assumption was changed from
5% to 4% annually. This in turn affected the
economicassumptions, including investmentre-
turn, salary scale and health cost trend. The
following table shows the prior and new eco-
nomic assumptions:

{Continued)
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New
Prior assumption
assumption June 30, 1994
Inflation 5.00% 4.00%
Investment return  9.00% 8.00%
Salary scale:
Inflation 5.00% 4.00%
Productivity 50% .50%
Merit
(first five years) 1.00% 1.00%
Health cost trend:
FY95 9.50% 9.50%
FY96 8.50% 8.50%
FY97 7.50% 7.50%
FY98 7.50% 6.50%
FY99 and later 7.50% 5.50%

At June 30, 1994, the unfunded pension benefit
obligation was $409,690 as follows:

The method of calculating valuation assets was
changed. The new asset valuationmethod smooths
the difference between expected investment return
and actual return during a given year. The method
spreads the results over five years by recognizing
20% of the investment gain or loss in each of the
current and preceding four years.

The effect of the changes in assumptions and asset
valuation was to increase the actuarial present
value of accumulated Plan benefits by $48,457 and
the unfunded pension obligation by $54,882.

Net assets available for
benefits as of
June 30, 1994, at market $2.351.719

Pension benefit obligation:
Retirees and beneficiaries
currently receiving
benefits and terminated
employees not yet
receiving benefits 1,419,506
Current employees:
Accumulated empicyee
contributions including
allocated investment
income 398,990
Employer-financed, vested 870,309
Employer-financed, nonvested 72.604
Total pension benefit
obligation as of

June 30, 1994 2.761.409
Unfunded pension benefit
obligation as of

June 30, 1994 $ 409,690

(6) Actuarial Present Value of Accumulated Plan

Benefits

The actuarial present value of accumulated Plan
benefits was determined by William M. Mercer,
Incorporated using the unit credit cost method
and the following assumptions:

{Continued)
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a. Future salary was not considered. The change in the actuarial present value of
accumulated Plan benefits at June 30, 1994

b. Future service was considered only to the follows:

extentthat it would permit active Plan partici-
pants to become eligible for benefits aftribut-
able to service rendered prior to the date of
determination.

c. Assumptions used for mortality, withdrawal,
retirement ages, disability and investment
return are described in note 5 to these finan-
cial statements.

At June 30, 1994, the actuarial present value of
accumulated Plan benefits was $2,481,459 as
follows:

Retired participants and

beneficiaries of

deceased

participants $ 1,240,360
Terminated participants

with deferred benefits 179,146
Active participants - vested 1,007,778

Active participants - nonvested 54175

Actuarial present value of
accumulated
Plan benefits as of
June 30, 1994

$2,481,459

Actuarial present value

of accumulated Plan

benefits as of

June 30, 1993

Increase (decrease)
attributable to:

Additional benefits
accumulated, including
actuarial experience

Change due to decrease
in the discount period

Estimated benefits paid to
participants (118,750)

Changes in assumptions 48,457

Actuarial present value of
accumulated
Pian benefits as of
June 30, 1994

$2,166,158

195,984

189,610

$ 2,481,459

{7) Contributions

Employee Contributions

Priorto January 1, 1991, employees contributed
7% of their base salary as required by statute.
Effective January 1, 1991, employees contribute
8.65% of their base salary as required by statute.
The employee contributions are deducted be-
fore federal tax is withheld. Eligible employees
contribute an additional 1% of their salary under
the supplemental contribution provision. Contri-
butions are collected by employers and remitted
to the Plan and may be voluntarily or, under
certain circumstances, involuntarily refunded to

{Continued)
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Notes to Fmanclal Statements
-~ (000s omitted)

o STATE OF ALASKA
TEACHERS’ RETIREMENT SYSTEM
(A Component Umt of the State of Alaska)

the employee or a garnishing agency sixty days
after termination of employment. Employee
contributions earninterest at the rate of 4.5% per
annum, compounded annually.

Employer Contributions

The Plan’s funding policy provides for periodic
employer contributions at actuarially determined
rates that, expressed as percentages of annual
covered payroll, are sufficient to accumulate
sufficient assets to pay benefits when due.

Employer contribution rates are level percent-
ages of payroll and are determined using the
projected unit credit actuarial funding method.
The Plan uses the level dollar method to amor-
tize the unfunded liability over a rolling twenty-five
year period. Funding surpluses are amortized
over five years.

Contributions made in accordance with actuari-
ally determined contribution requirements de-
termined through actuarial valuations consist of
the following:

$ 107,495

1995 1994
As a As a

percentage percentage
of covered of covered

Contributions payroli Contributions payroll
Employer $ 60,018 12.08% $ 60,480 11.70%

Employee 47,477 9.565 47.904 9.26
$ 107,495 21.63% $ 108,394 20.96%

Normal cost 68,958 13.88 62,923 1217

Amortization of unfunded

actuarial accrued liability 38,537 7.75 45,471 8.79

21.63% $ 108,394 20.96%

Unaudited covered payroll for 1995 and 1994 is $496,945 and $517,068, respectively.

Actuarial valuations for 1995 and 1994 were performed as of June 30, 1994 and 1993, respectively.

(Continued)
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(0005:0

Significant actuarial assumptions used to com-
pute contribution requirements are the same
as those used to compute the standardized
measure of the pension benefit obligation dis-
cussed in note 5.

(8) Contingent Liability

The State is party to litigation involving issues
surrounding the payment of Plan Medicare
premiums and Plan cost-of-living adjustments.
While the State has prevailed on summary
judgment regarding most of the issues, the
plaintiffs were granted summary judgment with
respect to their complaint that the appropriate

authority had not made the decisions regarding
discretionary cost-of-living increases granted
for the period 1990 to 1993. The State believes
that the outcome of this decision will not have a
material impact on the Plan’s financial state-
ments.

(9) Historical Trend information

Historical trend information for 1985 through
1995 designed to provide information about the
Plan’s progress made in accumulating sufficient
assets to pay benefits when due is presented in
the accompanying supplemental schedules of
analysis of funding progress and revenues by
source and expense by typs.

100 < Alaska Teachers' Retirement System — FY 95 CAFR




Financial Section

Schedule 1
STATEOFALASKA""
............. o (OOOS omltted)
Unfunded
(assets in
excess of)
pension
Pension Unfunded benefit
benefit (assets in obligation
obligation Net assets excess of) Annual asa
year availahle Pension Percen- pension covered percentage
ended for Plan benefit tage benefit payroll of covered
June 30 benefits obligation funded obligation {unaudited) payroll
1985 $ 866,333 $ 1,042,551 83.1% $176,218 $ 358,110 49.2%
1986 1,141,650 1,115,773 102.3 (25,877) 392,136 (6.8)
1987 1,303,464 1,210,909 107.6 (92,555) 348,606 (26.6)
1988 1,356,575 1,347,859 100.6 8,716 361,310 2.4
1989 1,545,877 1,557,643 99.2 11,766 431,445 2.7
1990 1,706,346 1,895,030 90.0 188,684 449,838 41.9
1991 1,824,663 2,075,405 87.9 250,742 422,655 59.3
1892 2,031,938 2,231,746 91.0 199,808 448,186 44.6
1993 2,306,503 2,428,456 949 122,953 476,428 25.8
1994 2,351,719 2,761,409 85.2 409,690 79.2

517,068

Analysis of the dollar amounts of net assets avail-
able for Plan benefits, pension benefit obligation,
and unfunded pension benefit obligation in isclation
can be misleading. Expressing the net assets
available for Plan benefits as a percentage of the
pension benefit obligation provides one indication of
the Plan’s funding status on a going-concern basis.
Analysis of this percentage over time indicates
whether the Plan is becoming financially stronger or
weaker. Generally, the greater this percentage, the
stronger the Plan. Trends in unfunded pension

benefit obligation and annual covered payroll are
both affected by inflation. Expressing the unfunded
pension benefit obligation as a percentage of annual
covered payroll approximately adjusts forthe effects
of inflation and aids analysis of the Plan’s progress
made in accumulating sufficient assets to pay ben-
efits when due. Generally, the smaller this percent-
age, the stronger the Plan. As described in note 5,
several Ptan assumptions changedin 1994. The net
impact of the changes in assumptions was to in-
crease the unfunded pension obligation by $54,882.

See accompanying notes to reguired supplementary information.
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Schedule 2
STATE OF ALASKAE -
(0003 omltted)
Revenues by source
Unrealized
appreciation Employer
Interest, {depreciation) contribution
dividends in market value asa
and net including pro- percentage
realized vision for of annual
Year ended Employee Employer gains losses, recov- covered
June 30 contributions contributions on sales eries and other - Total payroll
1986 $ 32,039 $ 69,276 $119,173 $ 103,643 $324,131 17.70%
1987 34,159 58,177 143,692 (15,677) 220,351 16.70
1988 33,104 69,363 100,239 (75,566) 127,140 19.20
1989 31,888 47,348 125,170 65,243 268,649 11.00
1990 35,224 53,670 146,612 12,129 247,635 11.90
1991 40,059 57,982 127,524 {4,675) 220,890 14.10
1982 44,338 57,071 166,132 46,620 314,161 12.40
1993 46,497 58,130 231,613 52,089 388,229 12.20
1994 47,904 60,490 162,540 (119,309) 171,625 11.70
1995 47,477 60,018 199,896 169,307 476,698 12.08
Expense by type
Refunds to
Retirement Medical terminated Administrative
benefits benefits employees expenses Total
1986 $ 38,476 $ 4,424 $3,311 $ 2,603 $ 48,814
1987 46,183 4,613 4,239 3,502 58,537
1988 60,939 5,040 3,798 4,252 74,029
1989 65,328 8,073 2,953 3,993 80,347
1990 71,134 9,713 2,896 3,423 87,166
1991 84,443 10,654 3,510 3,966 102,573
1992 88,648 10,111 2,641 5,612 107,012
1993 92,703 12,089 2,448 6,424 113,664
1994 100,767 15,725 2,258 7,659 126,409

1995 111,488 18,264 2,819 7,385 139,966

Contributions, including contributions under the retirement incentive program, were made in accordance
with actuarially determined contribution requirements.

See accompanying notes to required supplementary information.
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Schedule 3

Deposits in State of Alaska short-term investment pools
at beginning of year

Add cash receipts:
Contributions:
Employer
Employee
Retirement incentive program - employer
Investment income from interest and dividends
Other

Total cash receipts

Less cash disbursements:
Net investment purchases
Benefit payments
Refunds
Administrative expenses
Other

Total cash disbursements

Deposits in State of Alaska short-term investment pools
at end of year

1995 1994

3 449 7.867
59,798 60,433
47,112 47,892

- 429
128,585 119,218
3,726 -
239,221 227,972
81,038 109,625
127,820 114,888
4,520 2,630
7,360 6,640

6 1,607
220,744 235,390
449

$ 18,926

See accompanying notes to required supplementary information.
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Schedule 4
Admmlstratlve Expenses
(0005 omltted)
Years ended June 30 1995 and 1994
Division
of
Retirement Division
and of Totals
Benefits Treasury 1985 1994
Personal services:
Wages $ 748 407 1,155 1,201
Benefits 504 222 726 660
Other 2 1 3 3
Total perscnal services 1,254 630 1,884 1,864
Travel:
Transportation 23 28 51 60
Per diem 19 20 39 40
Honorarium - 5 5 9
Total travel 42 53 a5 109
Contractual services:
Accounting and auditing 15 549* 564 14
Management and consulting 79 4197 4,276 4,764
Legal 49 5 54 N
Medical specialists 8 - 8 8
Data processing 167 4 171 303
Other professional services 49 - 49 30
Communications G0 4 64 72
Transportation 1 1 2 1
Advertising and printing 23 93 116 115
Repairs and maintenance 7 - 7 8
Rentals/leases 8 4 12 7
Other services 11 3 14 12
Total contractual services 477 4,860 5337 5.425
Equipment 28 17 45 233
Supplies 20 4 24 28
Total administrative
expenses $1,821 5,564 7,385 7,659

“In 1994 this amount was included in management and consulting.

See accompanying notes lo required supplementary information.
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All significant accounting policies, benefit provi-
sions and actuarial assumptions are the same
for the required supplementary information and
the financial statements except as follows:

Effective.July 1, 1986, the Plan adopted new
actuarial assumptions. Actuarial funding
surpluses are amortized over five years
rather than twenty-five years. The assumed
rate of interest was increased from 8% t0 9%
per year. The salary scale assumption was
lowered to 6.5% per year for the first five
years of employment and 5.5% per year
thereafter, down from 8% and 7%, respec-
tively. Health care cost inflation was in-
creasedto 9% ratherthan 8%. Turnoverand
disability assumptions were revised based
on actual experience in 1981 through 1985.

Effective July 1, 1990, the health care cost
was changed from a flat 9% to the following
graduations:

Year Perannum
1992 12.5%
1993 115
1994 10.5
1995 95
1996 8.5
1997 and thereafter 7.5

Turnover, retirement and disability assumptions
were revised based on actual experience in
1986 through 1990. The mortality tables were
set forward one year for male members and set
backward four years for female members; previ-
ously, the mortality table had been set back one
and one half years for all members. The cost of
living allowance was increased from 54% to
66% participation.

Effective June 30, 1992, the actuarial value of all
assets equals market value; previously, fixed
income investments were carried at amortized
cost.
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Actuarial Section

WILLIAM M.
MERCER

INCORPORATED

March 14, 1995

State of Alaska

Teachers’ Retirement Board
Department of Administration
Division of Retirement & Benefits
P.O.Box 110203

Juneau, AK 929811-0203

Dear Members of the Board:
Actuarial Certification

The actuarial valuation required for the State of Alaska Teachers’ Retirement System has
been prepared as of June 30, 1994 by William M. Mercer, Incorporated. The purposes
of the report include:

(1) a review of experience under the Plan for the year ended June 30, 1894;

(2) a determination of the appropriate contribution rate for each employer in the
System;

(3) the provision of reporting and disclosure information for financial statements,
governmental agencies, and other interested parties.

In preparing this valuation, we have employed generally accepted actuarial methods and
assumptions, in conjunction with employee data provided to us by the System’s staff and
financial information provided by the audited report from KPMG Peat Marwick, to
determine a sound value for the System liability. This data has not been audited, but it
has been reviewed and found to be consistent, both internally and with prior years’ data.
The actuarial assumptions are based on the resuits of experience studies presented to
the Board in October 1991 and October 1994.

The contribution requirements are determined as a percentage of payroll, and reflect the
cost of benefits accruing in FY95 and a 25-year rolling amoertization of the unfunded
accrued liability. The amortization period is set by the Board. Contribution levels are
recommended by the Actuary and adopted by the Board each year. The ratio of assets
to liabilities decreased from 93.1% to 89.6% during the year, primarily due to a change
in economic actuarial assumptions. Over the years, progress has been made toward
achieving the funding objectives of the System.

Cna Union Square Suila 3200
600 University Street
Seattle WA 98101 3137

206 292 7000
A Marsh & McLennan Company
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WILLIAM M.

MERCER

INCORPORATED

Teachers’ Retirement Board
March 14, 1995
Page 2

There were no significant changes in the demographic actuarial assumptions or actuariai
methods usedin the determination of system liabilities this year. However, there was achange
in the economic actuarial assumptions and asset valuation method. The assumptions and
methods, when applied in combination, fairly represent past and anticipated future experience
of the System.

The total inflation assumption was changed from 5% to 4% annually. This in turn affected the
economic assumptions, including investment return, salary scale, and health costtrend. The
following table shows the prior and new economic assumptions:

L ~ . Prior .~ ' New Assumption
________ oo | Assumption . | 6/30/94

inflation 50% 4.0%
Investment Return 9.0% 8.0%
Salary Scale:

Inflation 5.0% 4.0%

Productivity 0.5% 0.5%

Merit {first 5 years) 1.0% 1.0%
Health Cost Trend:

FY95 9.5% 9.5%

FY96 8.5% B.5%

FY97 7.5% 7.5%

FY98 7.5% 6.5%

FY99 & later 7.5% 5.5%

The method for calculating valuation assets was changed. The new asset valuation method
smooths the difference between expected investment return and actual return during a given
year. The method spreads the results over five years by recognizing 20% of the investment
gain or loss in each of the current and preceding four years. By spreading the asset gain or
loss, only the investment return is smoothed, producing a less volatile result, leading to overall
contributions which are easier to budget and at the same time remain appropriate to properly
fund the system.
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WILLIAM M.
MERCER

INCORPCORATED

Teachers’ Retirement Board
March 14, 1995
Page 3

Future contribution requirements may differ from those determined in the valuation
because of:

(1) differences between actual experience and anticipated experience basedon the
assumptions;

(2} changes in actuarial assumptions or methods;
(3) changes in statutory provisions; or

(4) differences betweenthe contributionrates determined by the valuation andthose
adopted by the Board.

The undersigned are members of the American Academy of Actuaries and are fully
qualified to provide actuarial services to the State of Alaska.

We believe that this report conforms with the requirements of the Alaska statutes, and
where applicable, other federal and accounting laws, regulations and rules, as well as
generally accepted actuarial principles and practices.

Sincerely,

Dl e
Brian R. McGee, FSA Peter L. Go frey; FIA
Managing Director Principal

BRM/JWJ/BJH/PLG/jIs
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Funding Status as of June 30: 1993 1994
(a} Valuation Assets® $2,261,082 $2472 957
(b') Accrued Liability*
i) Non-Medical Benefits 2,016,852 2,281,178
ii} Totai Benefits (including medical) 2,429,456 2,761,409
(c) Funding Ratio, (a) / (b)
iy Non-Medical Benefits 112.1% 108.4%
iiy Total Benefits (including medical) 93.1% 89.6%

* In thousands.

Employer Contribution Rates for Fiscal Year: 1996 1997
(a) Normal Cost Rate 9.06% 9.70%
(b} Past Service Rate ' 3.42% 5.26%
(c) Total Contribution Rate 12.48% 14.96%
(d) Actuarial Projection Rate 12.00% 12.00%
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The demographic assumptions used in this valuation were adopted at the Fall 1991 TRS Board Meeting.
Economic assumptions were adopted as a result of a presentation to the Board in October 1994. The funding
method used in this valuation was adopted June 30, 1985. The five-year smocthing method used to
determine valuation assets was changed effective June 30, 1994.

Valuation of Liabilities

A. Actuarial Method -Projected Unit Credit (no change). Liabilities and contributions shown in the report
are computed using the Projected Unit Credit method of funding. The unfunded accrued liability is
amortized over a rolling 25 years. Any funded surpluses are amortized over five years.

The cbjective under this method is to fund each participant’'s benefits under the plan as they accrue.
Thus, each participant’s total pension projected to retirement with salary scale is broken down into units,
each associated with a year of past or future service. The principle underlying the method is that each
unit is funded in the year for which it is credited. Typically, when the method is introduced there will be
an initial liability for benefits credited for service prior to that date, and to the extent that this liability is
not covered by Assets of the Plan there is an Unfunded Liability to be funded over a chosen peried in
accordance with an amortization schedule.

An Accrued Liability is caiculated at the valuation date as the present value of benefits credited with
respect to service to that date.

The Unfunded Liability at the valuation date is the excess of the Accrued Liability over the Assets of the
Plan. Thelevel annual payment to be made over a stipulated number of years to amortize the Unfunded
Liability is the Past Service Cost.

The Normal Cost is the present value of those benefits which are expected to be credited with respect
to service during the year beginning on the valuation date.

Under this method, differences between the actual experience and that assumed in the determination
of costs and liabilities will emerge as adjustments in the Unfunded Liability, subject to amortization.

B. Actuarial Assumptions -

1. Investment Return 8% per year, compounded annually, net of expenses.
2. Salary Scale Inflation - 4.0% per year
Productivity - 0.5% per year
Merit (first 5 years of employment) - 1.0% per year
3.  TotalInflation Total inflation as measured by the Consumer Price Index for urban and

clerical workers for Anchorage is assumed to increase 4% annually.

4. Health Cost Trend FY95 - 9.5%
FY96 - 8.5%
FY97 - 7.5%
FY98 - 6.5%

FY99 and later - 5.5%

Alaska Teachers' Retirement System — FY 95 CAFR < 111




Actuarial Section

10.

11.

12.

13.

14,

15.

Mortality

Turnover

Disability

Retirement Age

Spouse’s Age

Dependent Children

Contribution Refunds

CO.LA

New Entrants

Sick Leave

Expenses

Valuation of Assets

1984 Unisex Pension Mortality Table, set forward one year for male
members and set backward four years for female members. All deaths
are assumed to result from nonoccupational causes.

Based upon the 1886-90 actual total turnover experience. (See Table 1).

Incidence rates based upon the 1986-80 actual experience, in accor-
dance with Table 2. Post-disability mortality in accordance with rates
published by the Pension Benefit Guaranty Corporation to reflect
mortality of those receiving disability benefits under Social Security.

Retirement rates based upon the 1986-90 actual experience in accor-
dance with Table 3.

Wives are assumed to be four years younger than husbands.

Benefits to dependent children have been valued assuming members
who are not single have one dependent child.

100% of those terminating after age 35 who are vested will leave their
contributionsinthe fund and thereby retain their deferred vested benefit.
All others who terminate are assumed to have their contributions
refunded.

Of those benefit recipients who are eligible for the C.O.L.A., 66% are
assumed to remain in Alaska and receive the C.O.L.A.

Growth projections are made forthe active TRS population under three
scenatios:

Pessimistic: 0% per year
Median: 1% per year
Optimistic: 2% per year

4.7 days of unused sick leave for each year of service will be available
to be credited once the member is retired.

Expenses are covered in the investment return assumption.

Effective June 30, 1994, the asset valuation method recognizes 20% of the investment gain orloss in each
of the current and preceding four years. All assets are valued at market value. Assets are accounted for
on an accrued basis and are taken directly from audited financial statements provided by KPMG Peat
Marwick. Valuation assets cannot be outside a range of 80% to 120% of the market value of assets.

112

>

Alaska Teachers' Retirement System — FY 95 CAFR




Actuarial Section

Valuation of Medical Benefits

Medical benefits for retirees are provided by the payment of premiums fromthe fund. A pre-65 costand lower
post-65 cost (due to Medicare) are assumed such that the total rate for all retirees equals the present
premium rate assumption. These medical premiums are then increased with the health inflation assump-
tion. The actuarial cost method used for funding retirement benefits is also used to fund health benefits.

For FY96, the pre-65 monthly premium is $458.17 and the post-65 premium is $174.54, based on an
assumed totai blended premium of $350.50. For FY96, the actual blended premium is $350.50. The FY96
biended premium was provided by the State of Alaska Division of Retirement and Benefits.

Alaska Teachers' Retirement System — FY 95 CAFR <

113




Actuarial Section

Select Rates of Turnover
During the First 10 Years
of Employment

Ultimate Rates of Turnover
After the First 10 Years
of Employment

Year of
Employment Rate

.26
.24
16
A2
1
10
.09
.09
.09
.09

COO~NDO L WN-=

—h

Ages Rate
20-39 .03
40+ .02
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Table 2
Alaska Teachers Retlrement System
Dlsablllty Rates
Annual Rates Per 1 000 Employees
Age Rate
20 14
21 .14
22 14
23 .15
24 15
25 A5
26 15
27 15
28 .16
29 .16
30 16
31 a7
32 A7
33 25
34 34
35 44
36 .53
37 .64
38 .75
39 .87
40 .99
41 1.12
42 1.25
43 1.39
44 1.53
45 1.68
46 1.84
47 2.00
48 217
49 2.34
50 2.52
51 2.70
52 2.89
53 3.08
54 3.29
55 3.49
56 3.70
57 3.92
58 4.14
59 4.37
60 4.61
61 4.84
62 5.09
63 534
64 5.60
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..... \ Retirement sys E
. Retirement Rates '
Age at Retirement
Retirement Rate
50 10
51 07
52 07
53 07
54 07
55 16
56 16
57 16
58 16
58 13
60 13
61 13
62 13
63 13
64 10
65 A7
66 82
67 1.00
For ages less than 50, teachers are assumed to retire two years after the earliest age they are eligible
to retire.
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T & [ | percent
Valuation. - | =~ . | - Apnual | . Apnnual . Increase
Date- “Number | . Payroll (OQOS)j-_ - -;:A_\_rerag_e'__Pa:y | In Average Pay
June 30, 1994 9,489 $476,098 $50,174 3.2%
June 30, 1993 9,459 459,746 48,604 2%
June 30, 1992 9,238 448,186 48,515 22%
June 30, 1991 8,903 422,655 47,473 4.6%
June 30, 1990 8,586 389,702 45,388 1.8%
June 30, 1989 8,527 380,267 44,596 1.4%
June 30, 1988 8,218 361,310 43,966 (1.7)%
June 30, 1987 7,797 348,606 44,710 6%
June 30, 1986 8,824 392,136 44,440 7.8%
June 30, 1985 8,684 358,110 41,238 4.6%

Teachers' Retirement System
Schedule of Retsrants and Beneflclarles Added to and Removed from Rolls
 Added to Rolls ; Hemoved from Rolls _. Rolls End ot Year Percent :
e — - Increase in| -Average
Year ) Annual - | Annual S Annual - Annual Annuai

Ended - No.* | Allowances® | No.* Al_low_ranc_es -] ‘Ne. - Allowam_:es_ |Allowances| Allowance
June 30, 1994 | 280 [$8,923, 551 37} $ 616,360 | 4,134 | $100,589,912 9.00% | $24,332
June 30, 1993 | 344 8,557,344 55 1,044,709 | 3,891 92,282,721 6.74% 23,717
June 30, 1992 | 120 5,799,044 62 1,436,106 | 3,602 86,452,653 5.31% 24,001
June 30, 1991 | 519 14,827,829 1569 3,535,365 3,544 82,089,715 15.95% 23,163
June 30, 1990 | 208 6,181,779 122 2,648,864 3,184 70,797,251 5.25% 22,235
June 30, 1989 | 201 5,730,311 75 1,693,075 | 3,098 67,264,336 6.55% 21,7112
June 30, 1988 | 639 16,668,442 43 856,302 | 2,972 63,127,100 33.42% 21,241
June 30, 1987 | 301 8,922,546 23 425,546 2,376 47,314,960 21.89% 19,914
June 30, 1986 | 189 3,685,188 113 2,079,652 2,098 38,817,960 4.31% 18,502
June 30, 1985 | 289 9,844,034 31 489,552 2,022 37,212,424 33.58% 18,404
* Numbers are estimated, and include other internal transfers.
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TRS Summary of Accrued and Unfunded Accrued Llabllltles _

Aggregate : L Assets asa Unfunded Annual UAL as a _
AR © Accrued : Valu'ati_o_n_ Percentof ‘| Accrued . Active ‘Percent of
-Valuation: ' Liability Assets | Accrued | Liabilities .Member - Annual Active
“Date - ~-(000s) - . (000s) Llablllty (UAL) (000s) | Payroll (000s) | Member Payroli
June 30, 1994M@ | $2 761,409 | $2,472,957 89.6% $288,452 $476,098 60.6%
June 30, 1993 2,429,456 2,261,082 93.1% 168,374 459,746 36.6%
June 30, 1992 2,231,746 2,001,864 89.7% 229,882 448,186 51.3%
June 30, 1991@ 2,075,405 1,779,579 85.7% 295,826 422,655 70.0%
June 30, 1990® 1,895,030 1,662,242 87.7% 232,788 389,702 59.7%
June 30, 19891 1,557,643 1,480,389 95.0% 77,254 380,267 20.3%
June 30, 1988@ 1,347,859 1,331,905 98.8% 15,954 361,310 4,4%
June 30, 1987 1,210,909 1,225,009 101.2% - 348,606 -
June 30, 1986 1,115,773 1,040,173 93.2% 75,600 392,136 19.3%
June 30, 198524 1,042,551 833,617 80.0% 208,934 358,110 58.3%

M Change in Asset Valuation Method.
@ Change of Assumptions.

®  Change in Plan Provisions.

@ Change in Funding Method.

Portlon of Ac_cruecl
______ Llabllltles Covered
.......... R by Assets
___________ '- '_(2_);-@' (3) - ' :
----- ctlve Members L
_______ B inactlve .(Emp!oyer- S5F SUN L N :
Valuatlon L Contrlbutlons Membe’r’s"' . Financed ~Valuation - -}l oo
Date | (000s) | (000s) | Portion) (000s) | Assets(ooos)| ) | @ | @
June 30, 199402 $398,990 |[$1,419,506 $942,913 $2,472,957 100%)| 100% | 69.4%
June 30, 1993 370,667 1,223,220 835,569 2,261,082 100%| 100% | 79.8%
June 30, 19921 341,204 1,110,981 779,561 2,001,864 100%| 100% | 70.5%
June 30, 1991 293,136 1,056,453 725,816 1,779,579 100%| 100% | 59.2%
June 30, 19908 269,491 940,475 685,064 1,662,242 100%| 100% | 66.0%
June 30, 1989% 253,436 779,296 524,911 1,480,389 100%| 100% | 85.3%
June 30, 1988@ 228,217 688,090 431,552 1,331,905 100%| 100% | 96.3%
June 30, 1987 210,493 578,468 421,948 1,225,009 100%| 100% | 100.0%
June 30, 1986 214,192* 426,333 475,248" 1,040,173 100%| 100% | B4.1%
June 30, 1985 194,215* 419,694 428,642" 833,617 100%| 100% | 51.3%

*  Estimated

' Change in Asset Valuation Method.
& Change of Assumptions.

@#  Change in Plan Provisions.

@ Change in Funding Methed
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‘Teachers' Retirement System
- Analysis of Financial Experience

Change in Contribution Rate’ :

Due to Galns and Losses in Accrued Liabilities

: Durlng the Last Five Fiscal Years Resuilting From o
leferences Between Assumed Experlence and Actual Expenence _

Type of - Change in CQntrlbut:on Rate During Flscal Year
Gam or Loss .94 93 - 92 -9 80
(1) Health Experience 0.25% - - (3.01)% | (2.28)%
(2) Salary Experience (0.20)% (.45)% (.34)% {.20)% (.49)%
(3) Investment Experience 0.55% (1.66)% - 70% (1.04)%
(4) Demographic Experience 0.47% 1.23% (.59)% .96% 1.10%
(5) Miscellaneous - - - - A4%
(6) Gain (or Loss) During Year From
Experience, (1) + (2) + (3) + (4) + (5) 1.07% (.88)% (.93)%] (1.58)% | (2.27)%
Non-recurring Changes
(7) Contribution Rate Smoothing Method - - - 1.21% (3.96)%
(8) Projection Valuation Method - - (1.36)%| (4.80)% -
(9) Asset Valuation Method (0.89)Y% - (1.30)% - -
(10) Assumption Changes 2.30% - - {2.51)% -
(11) Plan Changes - - - s 6.76%
Composite Gain (or Loss) During Year, 2.48% {.88)% (3.59)%| (7.65)% .53%
B)+(7)+(B)+ (9 +(10) + (11)
Alaska Teachers' Retirement System — FY 95 CAFR @ 119




Actuarial Section

This page intentionally left blank.

120 < Alaska Teachers' Retirement System — FY 95 CAFR




INVESTMENT SECTION

Alaska Teachers' Retirernent Systemm — FY 95 CAFR



e A S T .




Alaska State Pension Investment Board

(907) 465-4880

Message from the Chairman
TO OUR PARTICIPANTS AND BENEFICIARIES

| am pleased to present you, the participants and beneficiaries of this retirement trust fund, with the 1995
Annual Report of Investments.

Fiscal year 1995 was a challenging yet successful year for the Alaska State Pension Investment Board. The
bond market went from one of its worst to one of its best years during the fiscal year, and thanks to our
dedicated staff working with an adaptable asset allocation plan, we were able to sustain a rate of return that
holds up well against any comparable pension plan.

The Alaska State Pension Investment Board was created as of July 1, 1993. Since thattime, we have taken
tremendous stridesforward, The strength and knowledge that comes with continuity has enabled us to make
difficult decisions in the ever changing financial world.

I was honored to be reelected in January 1995 to serve four additional years and also selected as Chairman
this year. Mr. William A. Corbus was reappointed as trustee by Governor Tony Knowles, clearly indicating
confidence in Mr. Corbus's abilities and appreciation for his contributions to the Board. The Board was also
very pleased with Governor Knowles' appointment of Wilson L. Condon, Commissioner of Revenue who by
statute serves on the Board.

The Alaska State Pension Investment Board represents close to sixty thousand participants and beneficia-
ries of the retirement systems. As fiduciaries of funds worth billions of dollars, the members of the Board
believe that you, the plan participants, should be well informed about the investments of your retirement
system. We encourage you to express your views to your representatives on the Board.

The annual review and adoption of the asset allocation plan continues to be one of the most important
activities of the Board. The asset allocation plan adopted by the Board on March 30, 1995 called for an
investment distribution as follows: 40%in U.S. Equities, 9% in International Equities, 48% in Domestic Fixed
Income and 3% in Real Estate. This portfolio structure is on the "efficient frontier," a phrase that means an
asset mix designed to create the highest expected return from a given level of risk. Investment returns for
the year ending June 30, 1995 were 15.90% for the Teachers' fund. These returns were above the average
for public plans, and well above actuarial assumption of what the returns are expected to average over the
long run.
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Nearly one-half of the fund's assets are fixed income securities invested by the investment staff of the
Department of Revenue. These seasoned professionals are working hard on your behalf. Investment
returns over the past five years have exceeded the returns on the Lehman Brothers Aggregate index and
ranked our fixed income performance in the top third of public funds. Returns fromfixed income investments
for fiscal year 1995 also exceeded the index and were in the top third of public funds.

The Board is fortunate to have three Investment Advisory Council members who possess experience and
expertise in financial investments and management of investment portfolios. The Board has just completed
a rigorous review to select two new members to this council. The two individuals just selected bring a
combined total of sixty years of professional hands on investment experience to our deliberative Board
process.

Notice of Board meetings are published in advance and we encourage your attendance so that we may
answer your questions and hear your suggestions. We intend to rotate our meetings throughout the state
in the larger communities.

On behalf of all the Trustees, thank you for giving us the opportunity to serve you.

122 « Alaska Teachers' Retirement System — FY 95 CAFR




Investment Section

ALASKA STATE PENSION INVESTMENT BOARD

Gary M. Bader Gail R. Schubert Dorothy Wells Wilson L. Condon
Chair Vice Chair Secretary Statutory Representative
PERS representative Appointed by the Governor TRS representative

William A. Corbus Ross A. Kinney Merritt C. Olson  J. P. “Pat” Wellington
Appointed by the Governor Appointed by the Governor TRS representative PERS Representative
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ORGANIZATION

STAFF

Chief Investment Officer
Robert D. Storer

Commissioner
Wilson L. Condon

Investment Officers
Michael S. Cheung, CFA, Marketable Debt
Jeff Hassler, Real Estate

ASPIB Liaison Officer Comptroller
Marty Lentz Betty Martin, CPA

Cash Management
Vernon B. Voss

Money Managers and Consultants

Consultants and Performance Measurement
Callan Associates, Inc.
Denver, CO
Callan Associates, Inc.
San Francisco, CA

Domestic Equity Large Cap

Ark Asset Management Co., inc.
New York, NY

IDS Advisory Group
Minneapolis, MN

Invesco Capital Management, Inc.
Atlanta, GA

MacKay-Shields Financial Corp.
New York, NY

Newbold's Asset Management, Inc.
Bryn Mawr, PA

Domestic Equity Small Cap
Capital Guardian Trust Co.
Los Angeles, CA
John McStay Investment Counsel
Dallas, TX
The Putnam Companies
Boston, MA
RCM Capital Management
San Francisco, CA

Tactical Asset Allocation
Wells Fargo Nikko Investment Advisors
San Francisco, CA

Domestic Equity Index
State Street Global Asset Management
Boston, MA

Global Equity
Lazard Freres Asset Management
New York, NY
Miller, Anderson & Sherrerd
West Conshohocken, PA

International Equity—EAFE
J. P. Morgan Investment Management, Inc.
London, England

International Equity—Europe
Citinank Global Asset Management
New York, NY

International Equity—Pacific Basin EX Japan
G.T. Capital Management
San Francisco, CA
Wellington Management Co.
Boston, MA

International Equity-Emerging Markets
Capital Guardian Trust Co.
Los Angeles, CA
J.P. Morgan investment Management, Inc.
New York, NY

Real Estate Management

AETNA Realty Investors
Hartford, CT

Hancock Realty Investors, Inc.
Boston, MA

Heitman/JMB Advisory Corp.
Chicago, IL

Koll Investment Management
Newport Beach, CA

JP Morgan Investment Management, Inc.
New York, NY

Sentinel Real Estate Corp.
New York, NY

Equitable Real Estate Investment Management
frvine, CA

Domestic Fixed Income
Treasury Investment Officers
Robert Storer Michael Cheung, CFA
John Jenks, CFA  Chris Phillips

investment Advisory Council
Robert A. Haugen
Crange, CA
James C. George
Portland, OR
Jerrold Mitchell
Wayland, MA

Independent Auditors
KPMG Peat Marwick, LLP
Anchorage, AK

Global Master Custodian
State Street Bank & Trust Co.
Boston, MA

Legal Counsel
Wohliforth, Argetsinger, Johnson & Brecht
Anchorage, AK
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_ TheUScEconomy

In fiscal year 1995, the U.S. economy had a gross
domestic product growth rate of 2.8%. The economy
produced a 4.2% average growth rate during the first
half of the year but only mustered a 1.9% growth rate
in the second half.

Most of the second half slow down was caused by a
drastic decline in manufacturing activities as U.S.
companies curtailed their pace of restocking inven-
tories. Initially, inventory accumulated at an annuai
rate of $50 billion but subsequently slowed to a rate
of $30 billion. The Commerce Department singled
outthe auto sector as the mainfactorin slowing down
inveniory accumulation.

Despite the volatility in economic activity, the under-
lying inflation pressure remained benign. The con-
sumer price index increased 3% during the fiscal
year while the producer price index rose at a moder-
ate rate of 2.2%. Price pressure in the production
pipeline, which was evident early in the year, dissi-
pated. Other indicators also reflected a favorable
inflation picture. Key commodity prices remained
stable, easing inflationary pressures. The price of
gold closed the year at $395 per ounce while crude
oil finished at $17 per barrel. Both commodities
experienced a mild price decline during the year.

The key contributor to the year's contained inflation
was unit labor cost. Economists have long agreed
that unit labor cost accounts for two thirds of the
manufacturing cost in the United States. During the
last four years the increase in unit labor cost aver-
aged less than 1% compared to an annual rate of
4.1% during the 1980s. This is the outcome of the
restructuring trend that corporate America started in
the late 1980s. U.S. companies have zealously cur-
tailed their perscnnel expenses.

Job growth was anemic, generating an average of
only 200,000 new jobs every month in fiscal year
1995, a level thatis substantially below the historical
average for a recovering economy. Simultaneously,
U.S. companies invested heavily in technology dur-
ing the last few years. The latest survey from the
Commerce Department indicated capita! expendi-
tures should continue to grow at a healthy pace.

America's productivity has surged with this technol-
ogy boom. Despite being five years into the current
economic recovery, productivity increased 3.5% dur-
ing the fourth quarter of the fiscal year. America
enjoyed a 2.2% annual growth in productivity during
the last five years and has surpassed Japan and
Germany as the most competitive producer.

The initial economic strength in fiscal year 1995
allowedthe Federal Reserve Bank to maintain a tight
monetary policy. Federal Reserve officials, conclud-
ing that economic growth would lead to higher infla-
tion, raised short term interest rates three times
during the year with the last rate hike in February.
The federal funds rate was increased by 1.75% and
closed out the year at 6%. Interest rate sensitive
sectors of the economy were hit hard. Final de-
mands for the auto and housing sectors dropped off
significantly in the second half of the year.

The year finished with the Federal Reserve Bank
firmly committed to its long term price stability objec-
tive. The Federal Reserve Bank appears to have
successtully engineereda slow downinthe economy.
More importantly, the economy entered its sixth year
of the expansion without triggering any inflation
pressures.
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~ Investment Overview

Fiscalyear 1995 was the second yearthat the Alaska
State Pension Investment Board (ASPIB) had fidu-
ciary responsibility for the assets of the Teachers’
Retirement System (TRS). The eight member Board
is charged with the duty of ensuring that the assets
of the TRS Fund are managed effectively.

Annually, the Trustees of ASPIB analyze a wide
array of asset classes, examining expected returns
and risk parameters. This review is necessary to
ensure that the optimal combinations of investments
are balanced with the Fund's long term objective of
meeting future liabilities.

ASPiB’s determination to maintain long term invest-
ment objectives was never more important than this
pastfiscal year. Many investors reacted defensively
in response to the Federal Reserve Bank raising
short-term interest rates late in the prior fiscal year.
During this period, ASPIB did not waver from its long
term investment strategies.

ASPIB’s thorough review process, using an inde-
pendent consulting firm and a disciplined investment
approach, earned 15.90% for the Fund in the fiscal
year. Three andfive year periods also earned double
digit returns. On an annualized basis the Fund
earned 10.82% for the last three years and 10.12%,
for the last five years.

During the ongoing review process, ASPIB com-
pares the Fund’s investment returns against a rel-
evant universe of other public funds. The investment
returns for the Fund continue to be well above
median over all time periods. More importantly,
these returns continue to be in excess of the actuarial
earning rate needed to meet future liabilities.

Fixed Income

The Teachers' Retirement System's $1.2 billion of
fixed income investments are managed by staff of
the Alaska Department of Revenue, Treasury Divi-
sion.

The fixed income performance was exceptional dur-
ing fiscal year 1995. In spite of the volatile year, the
Fund's fixed income investment performance was
superior to that of the investment benchmark, the
Lehman Brothers Government Corporate Index.

The conservative investment approach, which pro-
tectedthe Fund's assets inthe difficult market during
fiscal year 1994, stib produced excellent results in
fiscal year 1995. The Fund's fixed income invest-
ments produced a return of 13.0% compared to a
return of 12.76% for the investment index.

The year began with the portfolio structured to re-
duce the impact of rising interest rates, while retain-
ing the flexibility to take advantage of market rallies.
At the end of the fiscal year the portfolio had a
higher yield than the investment index at 6.42%
compared to 6.35% for the index.

The three andfive yearreturns are excellent both on
anabsolute basis and comparedtotheindex. These
results were produced by a strategy designed for
consistent long term returns with limited risk. The
strategy is based on three key principles:

e First,investingis alongterm undertaking. There-
fore, long term trends, objectives, and risk/re-
turns analysis should guide the process. Short
term opportunities or trends may appear but the
long term focus must not be lost.

® Second, investment efforts should be focused
where the long term risk return relationship is
most advantageous. Research, based on data
from 1926 to 1994, found that corporate bonds
have produced greater returns with less risk
than government bonds of similar maturity. TRS'
investments are focused on intermediate corpo-
rate and government bonds (5 to 12 year matu-
rity) because research has shown that these
bonds have produced superior returns with sig-
nificantly less risk than long term bonds.
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o Diversification and risk control are the final keys
to the TRS investment portfolio. The corporate
bond investments are restricted to investment
grade bonds. There are no “junk bonds” in the
portfolio. TRS will not purchase more than 10%
of any individual issue and no individual issuer’s
debt will comprise more than 5% of the totai
portfolio. These and other restrictions preserve
the liquidity of the portfolio and provide excellent
diversification.

The fiscal year began with interest rates rising as the
Federal Reserve Bank continued to tighten mon-
etary policy to guard against significant increase in
inflation. By the middie of November1994 theyield
on the United States Treasury ten year note was
above 8%, having started the year at 7%. Inflation
expectations began to wane as market participants
became convinced the Federal Reserve Bank had
effectively moderated economic growth to a sustain-
able level. Through the second half of the fiscal year
the economy continued to slow and inflation expec-
tations continued to moderate.

Events in the international currency markets also
supported the fixed income market rally in an indirect
way. Foreign central banks, attempting to raise the
value of the dollar, contributed to the rally by making
large purchases of United States Treasury notes.
The declining value of the dollar also made United
States stocks and bonds more attractive to foreign
investors once the dollar’s value stabilized. All of
this resulted in one of the strongest fixed income
market rallies in history. Of the 13% return for the
entire fiscal year, 11.93% came in the second half of
the year.

Several other items contributed to the strong returns
of the portiolio.

@ The stable economy indirectly boosted invest-
ment returns.

e The moderate economy growth also helped re-
duce the required credit premium on corporate
bonds.

e Theissuance of new corporate bonds continued
at a moderately slow pace.

As aresult, corporate bonds had better performance
than United States Treasury securities with similar
maturities. In fiscal year 1995 the TRS portfolio
continued to enjoy the higher yield of corporate
bonds.

The TRS portfolio had a slightly ionger maturity and
a greater concentration in high grade corporate
bonds than the Lehman Brothers Government Cor-
porate Index. Itis these twocharacteristics that gave
the portfolio its return advantage over the index.

Equities

The well-diversified investments of TRS' $1.15 bil-
lion domestic equity and $222 million international
equity portfolios are designed to limit risk from a
specific company or economic region. This is
achieved by hiring multiple equity managers who
have a record of accomplishments with specific
types of portfolios and mandates.

Domestic equity managers are contracted by the
Alaska State Pension Investment Board because of
their expertise in managing specific portfolio styles.
These styles include growth and value stocks as well
as large and smail capitalization companies.

Multiple managers are employed to reduce risk in a
given style or mandate. Should growth stocks per-
form poorly, for example, another style such as
value stocks or smaller company stocks may well
have greater returns.

The same approach is employed with the interna-
tional equity portfolio. Several external managers
are employed who have regional expertise. This is
exemplified by the Fund’s approach to using manag-
ers for our European and Pacific Basin portfolios
who have demonstrated their skills in these areas.

The domestic and international equity portfolios
earned above average returns for fiscal year 1995,
The domestic equity portfolio returned 22.82% for
the year which compares favorably to the median
active management returns of 22.68%. While quite
favorable, it should be noted that the relevant Stan-
dard & Poor’s (S & P) 500 Index returned 26.08%.
Returns for ionger time periods show performance
that is comparable to the S & P 500 Index. The
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annualized results for three years is 13.78% versus
index returns of 13.18%. Five year annualized
returnwere 11.72% versus 12.05% forthe S & P 500
Index.

International equities earned 3.40% for the year
ending June 30, 1995. These returns exceeded the
benchmark Morgan Stanley Capitai International,
Europe, Australia, and Far East (EAFE) Index by
1.74%. As was the case for domestic equities, the
international equity portfolio had returns that com-
pared favorably tothe EAFE Indexfor longer periods
oftime. The annualized rate of return for three years
is 12.11% versus 12.68% for the benchmark index
and 6.79% versus 4.69% for five years.

Quarterly Highlights

Quarter ending September 30, 1994:

The domestic and international equity market earned
positive returns for the quarter. Domestic equities,
buoyed by rising corporate profits, returned 4.9%.
The best performing sectors were consumer staples
and raw and intermediate materials, with returns of
13.17% and 11.58% respectively. The weakest
sectors were transportation and financials, with re-
turns of negative 6.18% and negative 1.60%

The international equity market earned a return of
0.1%. Japan, the largest component of the EAFE
index, was the poorest performing market with nega-
tive returns of 5.3%. Markets with the highest return
were Finland, 24.8%, Malaysia, 13.7% and ireland,
13.0%.

Quarter ending December 31, 1994:

Domestic equities traded in a narrow range for the
quarter and ended with a slightly negative return of
0.01%. Prices of domestic stocks were restrained
by rising interest rates. The Federal Reserve Bank
raised short-term interest rates by 0.75% during this
quarter. Consumer staples continued to be the best
performing sector with returns of 3.52%. The sec-
ond best sectorwas technology with a positive 2.9%.
The weakest sectors, much as the preceding quar-
ter, were raw and intermediate materials, negative
7.48% and financials, negative 3.05%.

Internaticnal equities were hurt by poor performance
in Asia. For the quarter, the international portfolio
had a return of negative 1.0%. The poorest perform-
ing markets were Hong Kong, negative 14.2%, Ma-
laysia, negative 13.3% and Japan, negative 1.3%.
The best performing international equity markets
were Norway, 11.8%, Sweden, 5.0% and the Neth-
erlands, 4.2%.

Quarter ending March 31, 1995:

Domestic equities were the best performing asset
class for the quarter ending March 31, 1995. As
measured by the S & P 500 Index, the domestic
equity market returned 9.73%. Within this index,
stocks with positive returns outnumbered stocks
with negative returns by a ratio of six to one during
this quarter. Moderate economic growth and the
perception that the Federal Reserve Bank would not
be required to raise short-term interest rates were
the catalyst for the high returns.

The best performing sectors of the S & P 500 Index
were the transportation and financial sectors, with
returns of 15.35% and 12.72% respectively. Utility
and consumer cyclical stocks were the poorest
sectors, but still had returns of 6.89% and 7.66%
respectively.

This quarter's currency fluctuation played a critical
role in the performance of the international portfolio.
International equities performed poorly on a local
currency basis with a negative 7.79% return. Due to
a weakening United States dollar, however, interna-
tional equity returns as measured by the EAFE Index
resulted in a U.S. dollar-based return of 1.29%. In
U.S. dollar terms, the best performing international
equity markets were France, 12.5% and Switzer-
land, 12.0%. The poorest performing markets were
Italy, negative 8.3% and Norway, negative 4.1%.

Quarter ending June 30, 1995;

Signs of a slowing economy and subdued inflation
continued to ease investors' fears of rising short-
term interest rates. This positive environment and
the possibility of the Federal Reserve Bank consid-
ering lower short-term interest rates continued to
propel domestic equities.
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For the second quarter in a row, the U.S. stock
market was the best performing asset class return-
ing 9.53% as measured by the S & P 500 index. The
technology and financial sector continued to lead
with returns of 19.86% and 12.35% respectively.
Energy was the weakest sector with a return of
3.07%.

International equities had positive returns of 0.73%.
These returns were earned despite a weak Japa-
nese market, returning a negative 6.3%. The high-
est returns were posted by Finland, 34.3%, Sweden,
15.6% and Spain, 15.1%.

Real Estate

The Teachers' Retirement System (TRS) had $62
million invested during the fiscal year 1995 in real
estate investments through commingled funds ad-
ministered by nationally recognized investment man-
agers. The NCREIF Index, a national barometer of
commingled fund performance, reflected the contin-
ued improvement in the real estate market with one-
year returns increasing from 4.07% in fiscal year
1994 to 7.83% in fiscal year 1995.

The returns from real estate equities held by TRS
increased from 6.50% in fiscal year 1994 t0 7.78% in
fiscal year 1995. The return for the current year is
also a significant improvement over the portfolio’s
three-year return of 4.27% and five-year negative
return of 2.49%.

While the real estate market enjoyed continued
improvement, different property types and geo-
graphical locations experienced varying degrees of
success. In certain growth markets apartments
performed well, with rental rates climbing to re-
placement cost levels, which spurred new construc-
tion. But values in many markets have peaked, so
the demand for apartment investments was not as
strong as in recent years.

Improved market fundamentals increased the desir-
ability of industrial properties. As the economy
expanded, vacant space was substantially reduced

by increased demand and a very low rate of specu-
lative construction. Income growth accelerated, and
industrial property values increased. Investment
interest continued as attractive returns were avail-
able in many markets.

Premium retail properties continued to experience
upward price movement. The most desired property
types were the upper-tierregional and super-regional
malls and “power centers” that include merchandis-
ers such as K-Mart, Price/Costco, and Toys-R-Us.
Many investors concluded that malis were over-
priced and many markets had become saturated
with power centers. Institutional investors were ex-
tremely selective in their retail property purchases
because ofthe ever changing retail environment and
the reduced returns available.

The office market became a prime target for many
investors because of its higher return potential and
improved market fundamentals. Office spaceisthe
only remaining major property type selling at prices
significantly below replacement cost. While vacan-
cies are declining, mergers and corporate downsizing
have hindered recovery.

The real estate markets in Seattle and Portland
continued to experience solid growth. Salt Lake
City, Phoenix, and Las Vegas are peaking with
slower rates of recovery than projected. A continued
rapid market expansion is expected in Chicago,
Orlando, Atlanta, and a sizable portion of North
Carolina, but portions of California and the North-
east are likely to see continued slow or no growth.

Improved market fundamentals and significant capi-
tal flows from private, public, and institutional equity
investors provided the impetus for improvement in
the real estate markets, leading many analysts to
conclude that this asset class is at the midpoint of a
recovery from the greatest real estate debacle since
the depression.
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...... Teachers' Retirement System
Investment Summary Schedule
B _Ye_ar Ended June 30, 1995

(000s omitted)
' _6/30/94 = 6/30/94 Purchases & Maturities, 6/30/95 6/30/85. %
. Book =~ Market Reinvested Salesand. Book . Market - Total
Value ~  Value ' Income Amortizations Value:  Value. - - Market .

Marketable Debt Securities
U.S. Government Debt $ 450,630 ¢ 487,181 $ 163,144 $ 110,939 §$ 478,527 $539,386 20.39%

Federal Agency Debt 22,392 22,856 28,635 2,475 47,742 49,016 1.85
Corporate Debt 428,871 436,999 309,404 146,646 568,223 599,757 22.69
Commercial Paper 69,640 69,617 131,598 181,300 19,915 19,915 0.75
Other Dollar Denominated

Securities” 83,824 79,909 38,955 118,864 - - -
Equity Securities
Domestic Equity Pool 859,198 923,925 228,297 1,953 968,759 1,151,269 43.55
International Equity Pool 188,873 209,148 8,643 16,193 184,384 201,598 7.63
Emerging Markets Equity

Pool 20,700 21,255 (399) - 21,218 20,856 0.79
Real Estate
Mortgage loans, net of

Allowance 3,733 3,733 - 1,084 2,649 2,649 0.10
Real Estate Equity

Investments 93,501 69,397 5.343 15,383 81,013 59.357 2.25

Total Investments $ 2,221,362 $2,324,020 $914,620 $594,837 $2,372,430 $2,643,803 100.00%

* Combined with Corporate Debt on 6/30/95.
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Teachers' Retirement System
Schedule of Investment Results
Fiscal Years Ended June 30

Annualized

1991 | 1992 | 1993.| 1994 | 1995 || Year |5 vear

Total Fund
TRS 7.05% | 11.17% [14.38% | 2.65% |15.90%!|10.82%|10.12%
CPI 469% | 3.09% | 2.82% | 2.39% | 3.08%!| 2.76%)| 3.16%
U.S. Common Stock Returns
TRS Domestic Equities 587% | 11.10% [15.66% | 3.69% [|22.82%(13.78%|11.72%
S&P 500 7.41% | 13.45% [13.58% | 1.24% |26.08%]13.18%[12.05%

International Stock Returns
TRS Internaticnal Equities (8.63%)1 7.87% | 9.41% |24.56% | 3.40%(|12.11%| 6.79%
Morgan Staniley Capital Internt'| EAFE {11.53%) | (0.64%){20.28% [17.00% | 1.66%|{12.68%| 4.69%

Domestic Fixed Income

TRS 10.19% | 15.14% |15.11% | (1.35%)|13.00% || 8.66%[10.24%
Lehman Brothers
Government/Corporate 10.21% | 14.17% |[13.15% | (1.45%)[12.76%|| 7.93%| 9.61%
Real Estate Equity
TRS (11.43%) [(12.19%)| (1.24%)| 6.50% | 7.78%|| 4.27%|(2.49%)
NCREIF Index (1.24%) | (6.83%)|(3.51%)| 4.07% | 7.83%|| 2.68%|(0.07%)
CPI = Consumer Price Index
S&P 500 = Standard & Poor's Domestic Equity Stock Index
EAFE = Europe, Australia, and Far East Stock Index
NCREIF = National Council of Real Estate investment Fiduciaries Index
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Teachers Retlrement System L
Schedule of Investment Management Fees
' Year Ended June 30 1995 o

Investment Advisors
Callan Associates, Inc. $ 8,770
Investment Advisory Council 28,429

Performance Measurement
Callan Associates, Inc. 57,316

Real Estate Consultants

The Townsend Group 31,692
Domestic Equity Managers
Ark Asset Management Co., Inc. 432,904
Capital Guardian Trust Co. 110,234
IDS Advisory Group 266,511
Invesco MIM, Inc. 299,633
John McStay Investment Counsel 356,838
MacKay-Shields Financial Corp. 129,640
Newbold's Asset Management, Inc. 136,587
The Putnam Companies 263,177
RCM Capital Management 272,826
State Street Global Asset Management 91,838
Tactical Asset Allocation Managers
Wells Fargo Nikko Investment Advisors 351,892
Global Equity Managers
Lazard Freres Asset Management 248,322
Miller, Anderson & Sherrerd 370,966
International Equity Managers
Citibank Global Asset Management 130,044
G.T. Capital Management 181,775
J.P. Morgan Investment Management, Inc. 217,955
Wellington Management Co. 168,247

Emerging Markets

J.P. Morgan Investment Management, Inc. 100,983
Capital Guardian Trust 105.929

Total $4,362,508
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S : ARG Nonvested
R SR S I S o Retirees& B S Vested Termmations A
o Year Active - Beneﬂcrarles -1 -Terminations | WIBaIa_n_ce : ; - Total
1985 8,684 2,022 335 1,093 12,134
1986 8,824 2,088 481 869 12,272
1987 7,797 2,376 777 1,629 12,479
1988 8,218 2,972 408 938 12,536
1989 8,527 3,098 508 943 13,076
1990 8,586 3,184 8186 985 13,571
1981 8,503 3,544 645 1,003 14,095
1992 9,238 3,602 710 1,057 14,607
1993 9,459 3,891 823 1,013 15,186
1994 9,489 4,134 930 1,080 15,643
Teachers Retarement System o
Actlve Members Average A_g_e_,_ Set_'v_i_ce, and Salaryi -
S AT Average Average 8 ' Kvel‘ége' -
""" - Year . . Number 7 Age Credlted Senﬂce Ahh'ﬂal Salary
1985 8,684 40.04 9.54 $41,238
19886 8,824 40.48 9.81 44,440
1987 7,797 41.09 10.45 44,710
1988 8,218 41.34 10.46 43,966
1989 8,627 41.82 10.61 44,596
1990 8,586 42.21 10.62 45,388
1991 8,903 42.28 10.48 47,473
1992 9,238 42,74 10.75 48,515
1993 9,459 43.06 10.92 48,604
1994 9,489 43.32 11.06 50,174

Alaska Teachers' Retirement System — FY 95 CAFR

< 133




Statistical Section

Amduht of SR
_____ MOﬂthlv R R - R
-:Benefit o2 3 ek :opt._1___._0pt.2 0pt3 O_pt.-4
$1 -$ 300 52 36 16 - 39 8 5 -
301 - 800 178 139 39 - 137 28 8 5
601 - 3900 244 204 40 - 189 36 11 8
901 - 1200 314 284 26 4 244 46 19 5
1201 - 15Q0 382 360 22 - 333 27 18 4
1501 - 1800 511 492 13 6 434 43 3 3
1801 - 2100 633 605 16 13 529 68 30 6
2101 - 2400 560 540 7 13 479 48 26 7
2401 - 2700 432 404 7 21 364 49 16 3
2701 - 3000 285 265 5 15 238 32 11 4
over 3000 543 502 19 22 462 54 19 8
"Totals S| 4134 L 3831 | 2090 .94 | 3448 | 439 | 194 53
Type ot nglrgmg nt
1 - Normal retirement Option 1 - Whole Life Annuity
2 - Survivor payment Option 2 - 75% Joint and Survivor Annuity

3 - Disability retirement Option 3 - 50% Joint and Survivor Annuity
Option 4 - 66-2/3% Joint and Survivor Annuity

Years of Cred:ted Serwce =

”'1'0"14 15-19 20-24  25-20 30+

Period 7/1/89 - 6/30/90:

Average Monthly Benefit $1,161 $1,215 | $1,551 $2,295 $2,394 | $3,852| $3,733
Number of Active Retirants 6 36 33 70 55 6 2
Period 7/1/90 - 6/30/91:

Average Monthly Benefit $ 949 $1,093 | $1,689| $2,085 $2,540 | $2,944|( $4,173
Number of Active Retirants 14 53 95 155 160 37 5
Period 7/1/91 - 6/30/92:

Average Monthly Benefit $819 $1,205 | $1,941 | $2,256 | $2,290 | $3,159( $3,930
Number of Active Retirants 4 27 25 17 38 8 1
Period 7/1/92 - 6/30/93:

Average Monthly Benefit” $ 408 $1,002 $1,015 $1,561 $2,268 | $3,090| $3,043
Number of Active Retirants 7 17 23 9 62 37 10
Period 7/1/93 - 6/30/94:

Average Monthly Benefit* $1,161 $ 576 | $1,151| $1,605 | $2,354 | $3,176( $3,685
Number of Active Retirants 7 11 35 24 107 72 24

*“Average Monthly Benefit” included post-retirement pension adjustments and cost-of-living increases.
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Teachers' Retirement System

Retlree Average Age and. Beneflts '

""" '_ o : _ Average Average
_______ Year # Retirees - Age Monthly Benefit
1985 2,022 62.75 $ 1,534
1986 2,098 63.18 1,542
1987 2,376 62.83 1,659
1988 2,972 61.41 1,770
1989 3,098 61.85 1,812
1990 3,184 62.45 1,853
1991 3,644 61.64 1,830
1992 3,602 61.97 2,000
1993 3,891 62.47 1,876
1994 4,134 62.73 2,028
------- Teachers' 'Retlrement System o E
CFscal| [ P g _ R R e
. Year | service| Disabitiy | Survivor| _ _c.oLAw_ - PRPA® | Medical | Total
1986 $27,581 1,342 985 62 1,942 6,564 4,424 42,900
1987 33,441 1,548 1,050 14 2,391 7,739 4,613 50,796
1988 46,818 1,976 1,077 - 3,477 7.591 5,040 65,979
1989 49,501 2,192 1,205 67 3,568 8,795 8,073 73,401
1990 53,297 2,347 1,322 206 3,820 10,142 9,713 80,847
1991 65,275 2,324 1,414 118 4,663 10,649 10,654 95,097
1992 67,502 2,451 1,444 224 4,584 12,443 10,111 98,759
1993 70,478 2,500 1,587 342 4,638 13,158 12,089 | 104,792
1894 76,735 2,579 1,773 487 4,991 14,202 15,725 | 116,492
1995 85,933 2,646 2,051 482 B,642 14,864 18,264 129,762
M Cost of Living in Alaska
@ Post Retirement Pension Adjustment
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TEACHERS' RETIREMENT SYSTEM
10-YEAR COMPARISON OF VALUATION ASSETS AND ACCRUED LIABILITIES
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TEACHERS' RETIREMENT SYSTEM
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TEACHERS' RETIREMENT SYSTEM
10-YEAR BREAKDOWN OF REVENUES BY SOURCE
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TEACHERS' RETIREMENT SYSTEM
INVESTMENT PORTFOLIO
Year Ended June 30, 1995

. . Real Estate Equities 2.23%
International Equity Pool 7.57% £ (/Loans and Mortgages 0.10%

United States Government Debt

Domestic Equity Pool 20.26%

43.24%
Federal Agency Debt
/ 1.84%
'\Shor‘t-term Investments
. - '\ Cotporate Bond, Notes, 0.71%
Emerging Markets Equity and Debentures
Pool 0.78% Commercial Paper 25 509/,
0.75% )
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Employer Contribution Percentage

Adak Region School District 12.00%
Alaska Department of Education

Alaska Gateway School District

Alaska, University of

Alaska Geophysical Institute, University of
Alaska State Legislature

Aleutian Region Schooi District

Aleutians East Borough Schooi District
Anchorage School District

Annette Island School District

m= >0

Bering Sirait School District
Bristol Bay Borough School District

Chatham School District
Chugach School District
Copper River School District
Cordova Public Schools
Craig City School District

[ DO

Delta-Greely School District
Denali Borough School District
Dillingham City School District

Fairbanks North Star Borough School District

wom<Qru=sm

Galena City School District

Haines Borough School District
Hoonah City School District
Hydaburg School District

Iditarod Area School District
Juneau School District, City and Borough of

Kake City School District

Kashunamuit School District

Kenai Peninsula Borough School District
Ketchikan Gateway Borough School District
Klawock City School District

Kodiak Island Borough Schoo! District
Kuspuk School District
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Employer (continued) Contribution Percentage

Lake and Peninsula School District 12.00%
Lower Kuskokwim School District
Lower Yukon School District

Matanuska-Susitna Borough School District

National Education Association - Alaska
Nenana Public Schools

Nome Public School

North Slope Borough School District
Northwest Arctic Borough School District

mg>»®

Pelican School District
Petersburg Public Schools
Pribilof School District

Saint Mary's School District

Sitka School District

Skagway City School District
Southeast Island School District
Southeast Regional Resource Center
Southwest Region Schools

Special Education Service Agency

r—®» DO

Tanana City School District

WIM<Or T m

Unalaska School District
Valdez City Schools
Wrangell Public Schools
Yakutat City School District
Yukon Flats School District

Yukon-Koyukuk School District
Yupiit School District
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Plan Summary

...........  STATEOFALASKA
: 'TEACHERS_’ RETIR_EMENT SYSTEM

On July 1, 1955, the Alaska State Legislature established the Teachers’ Retirement System {TRS).
Chapter 97, 1990 Session Laws of Alaska, created a two-tier retirement system. Members who were
first hired under the TRS before July 1, 1990, are eligible for different benefits than members hired after
June 30, 1990. The Commissioner of the Department of Administration is responsible for administering
the System. The Teachers’ Retirement Board prescribes policies and regulations and performs other
activities necessary to carry out the provisions of the System. The Alaska State Pension Investment
Board is responsible for managing and investing TRS funds. The Attorney General represents the

system in legal proceedings.

Employers

There are 61 employers participating in TRS.
Members

TRS membership is mandatory for:

a. Full-time and part-time teachers,
school nurses, and otheremployeesin
positions requiring teaching certifi-
cates;

b. TheCommissionerand certificated su-
pervisors employed by the Alaska
Department of Education in perma-
nent positions requiring teaching cer-
tificates:

¢.  University of Alaska full-time and part-
time teachers, and full-time adminis-
trative employees in positions requir-
ing academic standing (employees
participating in the University of
Alaska’s Optional Retirement Plan are
not covered by the TRS); and

d. Membersonapproved sabbatical leave
under AS 14.20.310.

Credited Service

Members receive one year of credit if they work at
least 172 days during a school year. Members
working less than 172 days receive fractional
credit based on the number of days worked. Part-
time members receive half-time credit for each
day worked.

Members may ¢laim other types of service, includ-
ing outside teaching, military, Alaska Bureau of
Indian Affairs, Alaska Territory, elected official,
leave of absence without pay, unused sick leave,
and service that was not creditable at the time it
was performed.

Members receiving TRS disability benefits con-
tinue to earn TRS credit while disabled.

Employer Contributions

TRS employers contribute the amount required, in
addition to members’ contributions, to fund TRS
benefits.

Member Contributions

Members are required to contribute 8.65% of their
base salary. Members’ contributions are deducted

from gross wages before federal income taxes are
withheld. Members hired before July 1, 1982, who
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participate in the supplemental contributions pro-
vision are required to contribute an additional 1%
of their base salary (see Death Benefit below).
Member contributions are required for most types
of claimed service. Members’ contributions earn
4.5% interest, compounded annuaily on June 30.

Terminated members may receive refunds of their
member contribution accounts, which includes
their mandatory contributions, indebtedness pay-
ments, and interest earned. Terminated mem-
bers’ accounts may be attached to satisfy claims
under Alaska Statute 09.38.065, federal income
tax levies and valid qualified domestic relations
orders.

Refunded accounts and the corresponding TRS
service may be reinstated upon reemployment in
the TRS. Accounts attached to satisfy claims
under Alaska Statute 09.38.065 or a federal tax
levy may be reinstated at any time. Interest ac-
crues on refunds until they are paid in full or the
member retires.

Retirement Benefit

The normal benelitis calculated by multiplying the
member's average base salary (ABS) times total
TRS service times the appropriate percentage
multiplier. The ABS is determined by averaging
the three highest, annual base salaries. The TRS
pays a minimum benefit of $25.00 per month for
each year of service when the calculated benefitis
less.

The percentage multipliers are 2% for the first 20
years of service and 2.5% for all remaining ser-
vice, except that service before July 1, 1990 is
calculated at 2%.

Members are eligible for normal retirement at age
60 and early retirement at age 55 (if first hired

before July 1, 1990, normal retirement is age 55
and early retirementis age 50). Toretire members
must have:

a.  Eight years of membership service;

b. 15 years of TRS service, if the {ast five
years are membership service and the
member was first hired before July 1,
1975;

c. Five years of membership service and
three years of Alaska Bureau of Indian
Affairs (BIA) service;

d. 12 school years in each of which the
member earned either part-time or full-
time membership service; or

e. Two years of membership service if
the member is vested in the Public
Employees’ Retirement System.

Members may also retire at any age with:

a. 25yearsof service if the last five years
are membership service;

b. 20 years of membership service;

¢c. 20yearsofcombined membership and
Alaska BIA service if the last five years
are membership service; or

d. 20 years of combined part-time and
full-time membership service.

Members may choose between the normal, early,
and joint and survivor {(50%, 66-2/3% or 75%)
options. Actuarial reductions to benefits are
required under all opticns, except for normal re-
tirement.

{Continued)
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Retirement benefits will be actuarially reduced
whenthereis anindebtedness remaining at retire-
ment. However, TRS service used to satisty the
minimum service requirements for retirement must
be paid in full.

Reemployment of Retired Member

Retirement benefits are suspended while retired
members are reemployed under the TRS. During
reemployment, members earn additional TRS ser-
vice and contributions are withheld from their
wages.

Members who retire under the Retirement Incen-
tive Programs (RIPs) who return to employment
under the TRS, Public Employees’ Retirement
System (PERS), or the University of Alaska’s
Optional Retirement Plan will:

a. Forfeit the three years of incentive
credits that they received.

b. Owethe TRS 110% of the benefits that
they received underthe RIP, including
any costs for health insurance, and
excluding amounts that they paid to
participate.

c. Be charged 7% interest on amounts
owed from the date of reemployment
until the indebtedness is paid in full or
they retire again. Any balance re-
maining at retirement wili result in an
actuarial reduction to the member's
future benefits.

Disability Benefit

TRS disability benefits are paid until the member
dies, recovers or becomes eligible for normal
retirement. Disabled members continue to earn
TRS service until their normal retirement date.

When eligible for normal retirement, disability ben-
efits terminate and the member is appointed to
normal retirement.

Monthly benefits are equal to 50% of the member's
base salary on the date of disability. An additional
10% is paid for each dependent child up to a
maximum of 40%.

Death Benefit

When a member dies, benefits are payable under
the occupational or nonoccupational death provi-
sions, unless a survivor's allowance or spouse's
pension is payable under the supplemental contri-
butions provision.

Occupational Death. When an active member dies
from occupational causes, a monthly survivor's
pension may be paid to the spouse. The pension
equals 40% of the member’s gross monthly com-
pensation on the date of death or disability, if
earlier. If there is no spouse, the pension is paidto
the member's dependent children. On the
member's normal retirement date, the benefit con-
verts to a normal retirement benefit based on the
member’s average salary on the date of death or
disability and service including service that ac-
crues from the date of the member's death or
disability to the normal retirement date.

Nonoccupational Death. When an active, vested
member dies from nonoccupational causes, the
surviving spouse may elect to receive a monthly
50% joint and survivor benefit or a lump sum
payment. The monthly benefit is calculated on the
member's average salary and TRS service at the
time of death.

Upon the death of amember whohas less than one
year of service, the designated beneficiary re-
ceives the member’'s contribution account, which
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includes mandatory contributions, indebtedness
payments, and interest earned. The beneficiary
also receives $1,000, plus $100 for each year of
membership service (not to exceed $3,000), if the
member has more than one year of TRS service,
but less than eight years. An additional $500 may
be payable if the memberis survived by dependent
children.

Death After Retirement. When a retired member
dies, the designated beneficiary receives the
member’'s contribution account, less any benefits
already paid. If the member selected a survivor
option at retirement, the eligible spouse receives a
continuing lifetime monthly benefit. |f benefits are
payable under the supplemental contributions pro-
vision, the eligible spouse or dependent children
will receive a spouse’s pension or survivor's al-
jowance.

Supplemental Contributions Provisions. A
survivor's allowance or spouse’s pension is pay-
able when a member dies while (a) in active
service or disabled after making supplemental
contributions for at least one year, or (b) retired or
deferred vested after making supplemental contri-
butions for at least five years.

If a member has dependent children, a survivor's
allowance equal to 35% of the member's base
salary at the time of death or disability will be paid
the spouse. An additional 10% is paid for each
dependent child up to a maximum of 40%. The
survivor's allowance ceases and a spouse’s pen-
sion becomes payable when there is no longer an
eligible dependent child.

A spouse’s pension will be paid to the spouse if
there are no dependent children. The pension
equals 50% of the retirement benefitthat the mem-
ber was receiving or would have received if retired

atthe time of death. The pension ceases whenthe
spouse dies.

Post Retirement Pension Adjustment

Post retirement pension adjustments (PRPAs) are
granted annually to eligible benefit recipients when
the Consumer Price Index {CPI) increases during
the preceding calendar year. PRPAs are calcu-
lated by multiplying the recipient’'s base benefit,
including past PRPAs, times:

a. 75% ofthe CPiincrease inthe preced-
ing calendar year or 9%, whichever is
less, ifthe recipientis atleastage 65 or
on TRS disabhility, or

b. 50% ofthe CPlincrease in the preced-

ing calendar year or 6%, whichever is
less, if the recipient is at least age 60,
or under age 60 if the recipient has
been receiving benefits for at least eight
years.

Alaska Cost of Living Allowance

Eligible benefit recipients who reside in Alaska
receive the Alaska Cost of Living Allowance
(COLA), which is equal to 10% of their base
benefits. The following benefit recipients are eli-
gible:

Members who were first hired under
the TRS before July 1, 1990, and their
survivors;

Members who were first hired under
the TRS after June 30, 1990, and their
survivors if they are at least age 65;
and

All disabled members.
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